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IMPROVING INTERNET ACCESS TO HELP 
SMALL BUSINESS COMPETE IN THE GLOB- 
AL ECONOMY 


WEDNESDAY, SEPTEMBER 26, 2007 

United States Senate, 

Committee on Small Business 

AND Entrepreneurship, 

Washington, DC. 

The Committee met, pursuant to notice, at 10 a.m., in room 428- 
A, Russell Senate Office Building, the Honorable John F. Kerry 
(Chairman of the Committee) presiding. 

Present: Senators Kerry, Snowe, and Corker. 

OPENING STATEMENT OF THE HONORABLE JOHN F. KERRY, 

CHAIRMAN, SENATE COMMITTEE ON SMALL BUSINESS AND 

ENTREPRENEURSHIP, AND A UNITED STATES SENATOR 

FROM MASSACHUSETTS 

Chairman Kerry. The hearing will come to order. Thank you all 
very much for joining us this morning to discuss how we are going 
to improve Internet access for small businesses in the country and 
the importance of being able to be online for business in today’s 
world. 

I would just direct you quickly to today’s New York Times and 
the Business Section, “Strategies to Succeed Online.” In the middle 
of the article it says the old ways of hiring a public relations firm 
and putting out press releases just don’t cut it anymore. Today’s 
businesses have to be more hands-on, grassroots, interactive, and 
maintain this flow of continuous communications. 

That is what this hearing is all about. 

Today, the Committee is exploring the pivotal, critical question 
of access for small businesses to the Internet. We want to look at 
the question of whether the prices are affordable, to what degree 
there is penetration, are the speeds adequate, and what do we do 
in order to make improvements? 

Most people don’t disagree that high-speed Internet access is crit- 
ical to economic competitiveness. You hear it talked about all the 
time and everybody in public life has it in their speeches. But they 
don’t necessarily have it in their policies, and for small business, 
increasingly, it is becoming critical in order to track inventory, cre- 
ate jobs, monitor consumer relations, forecast product sales — any 
number of different things. The Internet is not a luxury, it is a ne- 
cessity. It is imperative in maintaining our growing economy. 

( 1 ) 
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In March of 2004, President Bush appeared to understand that 
hy setting forth the Universal Broadband Access Goal by 2007. 
Well, we are in 2007, but we have yet to put in place the policies 
that will actually realize that goal. So as a result, we are lagging 
behind the rest of the world now, which is pretty incredible when 
you consider I remember sitting in the Commerce Committee in 
1996 when we wrote the Telecommunications Act, mostly thinking 
about telephony; within months, it was blown away and almost ob- 
solete because it was all data transformation and data transmittal 
that really was at stake. And here we are now, just a little more 
than 10 years later, and the United States is lagging behind. 

When the Organization for Economic Cooperation and Develop- 
ment, the OECI), began surveying and ranking broadband use, the 
United States was ranked fourth among the 30 nations surveyed, 
behind Korea, Sweden, and Canada. Since 2000, the United States 
has plummeted in the OECD rankings to 15th place, and another 
ranking of access to high technology lists the United States 21st, 
behind Estonia and tied with Slovenia. 

We can do better than this and we have to do better than this. 
It is almost shameful, folks. It is inexplicable. It is essential for 
America to have a national broadband strategy that encourages 
competition and expands broadband access, or we are going to con- 
tinue to be left behind. 

Today, from rural areas to big cities, nearly 60 percent of the 
country does not subscribe to broadband service, in part because 
they simply don’t have access to the service or they can’t afford it. 
Even a nationwide leader in technological innovation like my home 
State of Massachusetts had a 45.9 percent broadband penetration 
rate at the beginning of 2006, and that was the fourth best rate 
in the country. 

While small businesses are the backbone of our growing econ- 
omy, the power of the tools that they use to compete both domesti- 
cally and globally are shrinking dramatically. With America’s 
Internet speeds severely lagging behind universal standards, it is 
surprising that small businesses can compete at all. Americans in 
rural communities face especially difficult challenges in overcoming 
problems with broadband deployment, since many lack even basic 
access. 

The outcome is clear. We place a technological ceiling on job 
growth, innovation, and economic production. We cannot expect 
small businesses to fairly compete against more technologically ad- 
vanced competitors unless we change what is happening today. 

Some experts estimate that universal broadband would add $500 
billion to the U.S. economy and create 1.2 million jobs. With num- 
bers like those beckoning us, we need to focus on reestablishing our 
technological edge. 

I am delighted that we have two FCC Commissioners here today 
on the first panel, Michael Copps and Jonathan Adelstein, to tell 
us what they feel needs to be done to develop a national broadband 
strategy. And on our second panel, we are pleased to welcome Ben 
Scott, who is a recognized leader in broadband deployment and 
media issues; Doug Levin, the CEO of Black Duck Software, who 
will give us a unique perspective as a technology business leader; 
Mr. Mefford will talk about innovative approaches to broadband 
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being pursued in Kentucky; and Mr. Wallsten with the Progress 
and Freedom Foundation offers additional ideas on the current 
state of Internet penetration. We look forward to hearing their tes- 
timony. 

A few things are certain here. We need better information in the 
development of these policies. We are broadly lacking broadband 
data for small business itself. I plan to ask the Small Business Ad- 
ministration and the FCC to conduct a robust effort to gather data 
about small business and broadband usage. 

We also need a strong regulatory framework to encourage com- 
petition. Competition spurs innovation, enhances services andd re- 
duces prices. I have advanced and supported a series of measures 
designed to increase competition. For example, I have worked to 
make better use of spectrum, which is a valuable public asset. 
Much of our spectrum is underutilized, shelved, and hoarded by in- 
cumbent companies. We can maximize this valuable asset, includ- 
ing the use of the white spaces, by creating 700 megahertz auction 
rules that encourage new market entrants; in fact, we are dealing 
with some of that on the Commerce Committee. 

Lastly, we need to think creatively about Internet access. We 
ought to look at reforms of the Universal Service Program and in- 
novative public-private partnerships for additional ideas. I hope we 
can draw these and other issues out in the hearing. I look forward 
to hearing from our witnesses. 

Senator Snowe, good morning and thanks for being with us. 

OPENING STATEMENT OF THE HONORABLE OLYMPIA J. 

SNOWE, A UNITED STATES SENATOR FROM MAINE 

Senator Snowe. Good morning. Thank you, Mr. Chairman, for 
holding a hearing on this vital issue. I hope our combined member- 
ship on both the Commerce and Small Business Committee can 
help us work together and develop a policy with respect to 
broadband deployment. 

I want to thank Commissioners Copps and Adelstein from the 
FCC for their tremendous stewardship and public service. I have 
the highest respect for both of these Commissioners and I want to 
thank them for recently holding a hearing in Portland, Maine, to 
solicit testimony from various segments of the population regarding 
key telecommunications issues and preserving localism in the 
media marketplace. 

I have known Commissioner Copps for some time now and I ap- 
plaud his unwavering leadership on the Federal-State Joint Board 
on Universal Service and in particular the E-rate program and his 
efforts to expand the Universal Service Fund to include broadband 
deployment. Commissioner Adelstein’s understanding and experi- 
ence with rural broadband deployment is highly essential and key 
voice in the FCC and I want to thank you, as well, for your stead- 
fast dedication and commitment to expanding broadband across 
America. 

I look forward to a productive and constructive dialogue with the 
Commissioners and other expert witnesses on ways in which the 
Federal Government can encourage more robust broadband deploy- 
ment, specifically to rural America and businesses. 
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The President announced his priority 3 years ago for broadband 
deployment by 2007. We have a goal, but not the tactics to realize 
this initiative. Fulfilling this charge is imperative as small busi- 
nesses who rely on broadband connections, specifically in rural 
areas such as Maine, need affordable access to technologies of the 
future and, as well as the ability to compete in the global market- 
place where other countries and our international counterparts 
have a national broadband strategy. 

One of the issues associated with universal broadband deploy- 
ment is, of course, the FCC’s lack of a comprehensive broadband 
data gathering methodology. I know both Commissioners have been 
an advocate of making improvements in this area. The GAO agreed 
in November of 2006, indicating that without more reliable data, 
the FCC is unable to determine whether its regulatory policies are 
achieving their goals. 

I would like to explore the FCC’s adherence to the Regulatory 
Flexibility Act, which requires the Federal agencies to consider the 
effect of these proposals on small businesses. Commissioners Copps 
and Adelstein, you are at the forefront of these issues and I wel- 
come your input on how small businesses can work with the FCC 
to reap the benefits of broadband services. 

As Ranking Member of this Committee, I firmly believe that Fed- 
eral policy should promote a universal broadband market that de- 
ploys competitive and affordable broadband. Today, the market- 
place lacks competition, with 98 percent of Americans receiving 
their broadband service either from a cable or phone company. To 
encourage growth, we need to promote more competition in the 
market. 

I am particularly pleased that many States and municipalities 
have launched initiatives to bring high-speed Internet services and 
economic opportunity to communities the market has overlooked. 
One example of this growing trend is Connect Maine, an ambitious 
public-private partnership which seeks to provide 90 percent of 
Maine’s residents with broadband access by 2010. 

As we consider the matter of competitiveness, we must also bear 
in mind that affordability is as much a barrier. According to a re- 
port by the Small Business Administration’s Office of Advocacy, 
rural small businesses do not subscribe to broadband services as 
frequently as urban small businesses do, usually because of the 
high cost, creating a digital divide. In Maine, for example, even in 
the areas where they do have access to broadband, 59 percent 
choose not to subscribe because of the high cost. So, we must work 
together to address the disparities between those who have this ac- 
cess and those who do not. 

As many will mention here today, the United States, ranks very 
poorly in broadband penetration, although it raries by ranking the 
International Telecommunications Union ranks the LJnited States 
15th in terms of global broadband penetration rate. That is an un- 
acceptable ranking, in the 21st century, for the United States glob- 
ally to be ranked 15th in a category where it has been a pioneer. 

In Maine, the statistics are just as bleak. It ranks 31st in the 
country for residential broadband penetration, and 14 percent of 
households have no access whatsoever. In America, it is 1 in 10 
consumers who have no access. 
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So, as we can see, broadband deployment in Maine and through- 
out the country is severely lacking. It continues to be one of the 
major concerns among small businesses in my State, and rightfully 
so, because broadband investments can have a substantial eco- 
nomic impact. 

Everybody agrees that broadband holds the promise of techno- 
logical innovations, better communication, and connecting vast dis- 
tances within the States. So the question for this Committee is how 
do we engender and promote a robust market, create that policy 
that charts a path to successfully deploying broadband to under- 
served small businesses? 

Hopefully, this is just the beginning of this dialogue and we can 
chart this policy. I think it is absolutely crucial that we begin the 
process in a very efficient and expeditious way, and hopefully it can 
be spurred by this Committee hearing this morning. 

Mr. Chairman, thank you. 

Chairman Kerry. Thank you. Senator Snowe. 

I would like to try to go right to the witnesses. Are you ame- 
nable? 

Senator Corker. Yes. 

Chairman Kerry. Great. Gentlemen, thank you for being with 
us. We look forward to your testimony. Your full statement will be 
placed in the record, as if read in full. If you could summarize in 
about 5 minutes, we would appreciate it. 

Commissioner Copps. 

STATEMENT OF THE HONORABLE MICHAEL J. COPPS, COM- 
MISSIONER, FEDERAL COMMUNICATIONS COMMISSION, 

WASHINGTON, DC 

Commissioner CoPPS. Chairman Kerry, Ranking Member Snowe, 
Senator Corker, thank you for holding this hearing. Time is short, 
so I will be blunt. 

America’s lack of a coordinated broadband strategy is imposing 
huge costs on small businesses all across the land. As the front 
page of the Washington Post recently stated, “Americans invented 
the Internet, but the Japanese are running away with it.” The most 
recent broadband rankings by a variety of organizations have the 
United States at anywhere from 11th all the way to 25th, and all 
of them have us falling. This is not where your country and mine 
is supposed to be. 

It is not just a matter of national pride that we are talking 
about, it is a business issue. Small businesses everywhere are in- 
creasingly relying on broadband Internet access. It is as essential 
as running water, electricity, or phone service. Some small busi- 
nesses in rural America cannot get an Internet connection at all, 
and even when they can, they typically pay too much for service 
that is too slow. It isn’t that much better in the Nation’s metropoli- 
tan areas. Prices are high for service that is by global standards 
uncompetitive. 

The Internet is supposed to be our great equalizer, leveling the 
playing field between urban and rural, large and small, and domes- 
tic and global businesses. The broadband system we have today 
makes a mockery of this great promise by creating greater dis- 
parity. 
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How do we turn things around? We need a comprehensive na- 
tional strategy and a strong commitment from the very top that 
broadband is our national infrastructure priority. We need all the 
departments of Government cooperating to encourage broadband 
deployment using whatever mix of grants and incentives Congress 
may choose. 

There is an important role for the FCC. The Commission owes 
Congress and the country more than they are getting. First, better 
data. The Commission still unbelievably defines broadband as 200 
kilobits per second. How 1997 that sounds. The Commission still 
assumes that if one person in a ZIP code has broadband, ergo, ev- 
erybody has it. So let us get better definitions of speed and deploy- 
ment and granular data on prices, and let us study also what other 
nations are doing, because there are some lessons to be learned 
there. 

Second, the FCC needs to become a clearinghouse for all the 
broadband innovation and experimentation that are occurring out- 
side the beltway. I have attended broadband summits and met 
with local experts and small business owners in Cambridge, Massa- 
chusetts; Portland, Maine, and all around the country. I have 
learned that our diverse and varied Nation has immense reserves 
of local creativity. It is time to start sharing and encouraging that 
creativity. 

Third, the FCC needs to bring competition back into its telecom 
policies. For example, the GAO has demonstrated that the FCC’s 
deregulatory policies and our approval of one big merger after an- 
other have saddled small businesses with increased costs, like spe- 
cial access prices. The Commission is scheduled to act on special 
access soon, and I hope Commissioner Adelstein and I can find a 
majority willing to stand up for entrepreneurs and consumers, not 
just incumbent phone companies. 

Fourth, we need to support broadband with the Universal Serv- 
ice Fund. It worked for plain old telephone service, and it will work 
here. I am delighted that the Federal-State Joint Board recently 
agreed with me that broadband must be the mission of the USF 
for the 21st century. We need to make that happen soon. Congress 
gave the FCC considerable authority to get broadband out to our 
people, and we need to start using that authority aggressively. 

You know, throughout our Nation’s history, we have always 
found ways in this country to work together, business and govern- 
ment and communities, to build our physical infrastructure, wheth- 
er it were roads or turnpikes or canals way back when, as well as 
railroads, and highways. Why can’t we tackle this infrastructure 
challenge the same way, pulling together to get the job done in- 
stead of assuming that it is somehow just going to magically hap- 
pen all by itself It is not happening, and it needs to. 

I want to mention one more issue, not in my prepared statement, 
but I talk about it wherever I go, and it has real small business 
implications. It appears that the FCC may be asked to vote on 
media ownership issues soon, perhaps by the end of the year. Last 
time we did that, in 2003, it was a disaster from which we were 
rescued by the Senate and the courts. Media is not just another in- 
dustry, it is the most potent social, political, and cultural influence 
in the country. It is how we communicate, inform, debate, and de- 
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cide. Arthur Miller once said that a good newspaper is a nation 
talking to itself, and that is really what media is. 

Increasingly, media has become the province of a few mighty con- 
glomerates who have sacrificed much of the localism and diversity 
and small business competition that are supposed to be the bedrock 
of our TV and radio, and the FCC has aided and abetted that at 
every step of the way. This has been nothing short of a disaster, 
not only for small businesses, but for our culture as a whole. The 
rise of big media has encouraged the homogenization of local jour- 
nalism, arts, and culture and led to the degeneration of America’s 
civic dialogue. 

It has been a special disaster for minority businesses. People of 
color are 30 percent of our country’s population, but they own 3.26 
percent of all full-power commercial television stations. Is it any 
wonder that TV is so full of caricatures and distortions? 

As you, Mr. Chairman, and Senator Obama pointed out in a let- 
ter to us, the FCC has had an open proceeding for years on how 
to increase media ownership by small businesses, women, and mi- 
norities. You called upon the FCC to complete this proceeding and 
make headway on the appalling situation we face today before we 
make further changes to our rules. I support your call 100 percent. 
I know my colleague, Jonathan Adelstein, feels strongly about this. 
It is time to draw a line in the sand, be honest about what is at 
stake, and not proceed on media ownership until we figure out how 
to get a seat at the table for women, minorities, and small busi- 
nesses. 

My time is up, but I did want to get on the record that whether 
it is broadband or broadcast, small businesses are up against chal- 
lenges not of their own making, and they are suffering and suf- 
fering badly as a result. We can do better. We must do better. 
Thank you. 

[The prepared statement of Commissioner Copps follows:] 
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TESTIMONY OF FCC COMMISSIONER MICHAEL J. COPPS 

U.S. SENATE COMMITTEE ON SMALL BUSINESS AND 
ENTREPRENEURSHIP 

IMPROVING INTERNET ACCESS TO HELP SMALL 
BUSINESS COMPETE IN A GLOBAL ECONOMY 

SEPTEMBER 26, 2007 

Chaiman Kerry, Ranking Member Snowe, and Members of the Committee, thank 
you for inviting me here to talk about broadband and America’s small businesses. I’ll be 
brief and blunt, America’s lack of a broadband strategy is imposing huge costs on small 
businesses all across the land. 

As the front page of the Washington Post recently stated, “Americans invented 
the Internet, but the Japanese are running away with it. . .. Accelerating broadband speed 
in [Asia and much of Europe] ... is pushing open doors to Internet irmovation that are 
likely to remain closed for years to come in much of the United States.”' Indeed, the 
most recent broadband rankings by international organizations, think tanks, industry 
groups and business analysts have us at 1 1*, 1 2*'', 1 S*, 20”’, 24*'’, and 25*'’ in the world,^ 
Take your pick of studies, but this is not where the United States is supposed to be. And 
the trend lines of these studies are plunging downward. 

This isn’t just a matter of national pride. It’s a business proposition, a 
competitiveness issue. Our lackluster broadband performance is a huge barrier to, and 
tax upon, innovation and entrepreneurship. Businesses everywhere are increasingly 
reliant on broadband Internet access; it has become as essential as electricity, running 
water or phone service. Yet many small businesses in rural America cannot get an 
Internet connection at all. Even where they can, they typically pay too much for service 
that is too slow. The story isn’t all that much better in the nation’s metropolitan areas. 
Prices are high for service that is, by international standards, uncompetitive. 

The Internet should be the great equalizer — leveling the playing field between 
urban and rural; large and small; domestic and global businesses. The broadband system 


’ Blaine Harden, “Japan’s Warp-Speed Ride to Internet Future,” Washington Post at A1 (August 29, 2007); 
see also Jessica E, Vascellaro, “Is High-Speed Internet Growth Slowing,” Wall Street Journal at B3 
(August 9, 2007) (“Industry watchers predict broadband growth will continue but statistics indicate that the 
U.S. will remain well behind other countries that adopted broadband more quickly. The U.S. is ranked 25' ' 
in broadband penetration, behind countries including South Korea, where penetration is 89%, and Canada, 
where it is 63%.”), 

* FTTH Council, “Asia Lead the World in FTTH Penetration,” (July 18, 2007) (ranked 1 1th); Robert 
Atkinson, “The Case for a National Broadband Policy,” (June 2007) (ranked 12th); OECD, “Broadband 
Statistics to December 2006” & ITU, “Broadband Statistics for 1 January 2006” (ranked 15th); ITU United 
Nations Conf. on Trade and Develop., “Chapter 3, the Digital Opportunity Index,” World Information 
Society 2007 Report: Beyond WSIS, p. 36. (ranked 20th); Website Optimization, LLC, “US Jumps to 24th 
in Worldwide Broadband Penetration” (August 21, 2007) (ranked 24th); supra n.l (ranked 25th). 



9 


we have today makes a mockery of this great promise and instead creates competitive 
disparities. 

Part of our problem is reliance upon duopoly and oligopoly where we should be 
enjoying vigorous carrier and network competition. As part of the recent 700 MHz 
auction, the FCC heard arresting testimony from a wireless entrepreneur who explained 
that the U.S. is way behind Europe when it comes to developing and marketing 
innovative wireless broadband devices.^ The big losers are small companies squeezed 
out by the behemoths that have come to dominate the industry. 

Several months ago, I visited Portland, Maine, and heard about a local stay-at- 
home mom who had developed a small retail business over the Web. Her market is 
limited to Americans who have high-quality Web access. Greater broadband penetration 
would help her, as well as millions of other entrepreneurs who lack bricks and mortar 
stores. Broadband is this era’s bricks and mortar. One recent study concludes that every 
percentage point increase in broadband penetration (currently around 50% in the U.S.) 
would mean 300,000 more jobs and increased national output.'* 

How do we turn things around? Let’s start with a comprehensive national 
strategy. We need a strong statement, combined with serious commitment from the very 
top — not just a campaign promise — that broadband is a national priority. We need to 
make sure all the branches of government are cooperating to encourage broadband 
deployment, using financial tools such as matching grants and tax incentives. 

There are also a series of specific steps the FCC can take. The Commission owes 
you more than you are getting. First is improved data-gathering. Our current efforts are 
woefully out-of-date and out-of-whack. The Commission is still calling 200 kilobits per 
second “broadband” and assuming that if one person in a ZIP code has broadband access, 
ergo, everyone else does as well. This is 2007, not 1997. We need a more credible 
definition of speed and more granular measures of deployment, as well as to start 
gathering data on price and the experience of other nations. There’s a lot to leam there. 

Second we need to start cataloging and benefiting from all the innovation and 
experimentation that’s occurring outside of Washington D.C. Over the past year. I’ve 
attended broadband summits and met with local experts and small business owners in 
Cambridge, Massachusetts; Portland, Maine; rural Hawaii; Lawrence, Kansas; Little 
Rock; New Orleans; and Seattle. I’ve learned we live in a diverse and varied nation with 
immense reserves of local creativity. In some areas, experience indicates wireless 
broadband may be the answer; in others, it may be increasing competition among fiber 


^ Testimony of Jason Devitt at Federal Communications Commission July 31, 2007 Open Meeting, 
available at http://www. fcc.Eov/realaudio/mt073 1 07.ram at 9 minutes 30 seconds. 

4 

Robert Crandall, William Lehr and Robert Litan, The Effects of Broadband Deployment on Output and 
Employment: A Cross-sectional Analysis of U.S. Data (Brookings Insitution: July 2007), available at 
http://www3.brookings.edu/views/papeTs/crandall/2Q07061itan.pdf . 


10 


providers. The FCC — with its 2,000 communications experts — ought to be playing a 
leading role as a clearinghouse for broadband ideas that have worked. 

Third, there is enormous room to improve our competitive telecommunications 
policies. The GAO’s examination of the special access market (for bulk telephone and 
broadband services) reveals that around 94% of commercial buildings are served 
exclusively by the incumbent telephone company.* The same report also demonstrates 
that the FCC’s deregulatory policies, and its approval of merger after merger, have 
saddled small and medium-sized businesses with increased special access prices. The 
FCC is currently considering action in this area and I hope that Commissioner Adelstein 
and 1 can find a majority willing to stand up for small and medium-sized businesses — and 
ultimately for American consumers — rather than for incumbent telephone companies. 

Fourth, we need to commit to supporting broadband with the Universal Service 
Fimd. It worked for plain old telephone service and it will work here. 1 am delighted that 
the Federal-State Joint Board recently agreed with me on a bipartisan basis that 
broadband must be the mission of the USF for the 2U‘ Century. 1 look forward to 
working with all my colleagues at the Commission to make this a reality. 

Throughout our history, we have always in this country found ways to build our 
physical infrastmctures: roads, turnpikes, canals, harbors, railroads, highways. Why 
can’t we tackle this one the same way, with business, government and commimities 
pulling together to get the job done? 


* United States General Accountability Office, FCC Needs to Improve Its Ability to Monitor and Determine 
the Extent of Competition in Dedicated Access Services (GAO-07-80, November 2006), available at 
httD://www.gao.gov/new.items/d0780.Ddf . 
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Chairman Kerry. Thank you very much. I appreciate the direct 
and important testimony that you just gave. 

Commissioner. Adelstein. 

STATEMENT OF THE HONORABLE JONATHAN STEVEN 

ADELSTEIN, COMMISSIONER, FEDERAL COMMUNICATIONS 

COMMISSION, WASHINGTON, DC 

Commissioner Adelstein. Thank you, Mr. Chairman, Senator 
Snowe, and Senator Corker. Thanks for inviting me. 

Mr. Chairman and Senator Snowe, I have certainly long admired 
your leadership on technology issues. You well understand that 
broadband is one of the best tools for promoting economic growth 
that we have ever seen in this country. It is a key factor in the suc- 
cess of so many of our small businesses. 

Small businesses drive job creation, economic development, and 
new technologies, as hearing after hearing has demonstrated. They 
also purchase a massive amount of telecommunications services, 
$25 billion a year. So I am deeply concerned about the problems 
with prices, speeds, and availability of broadband services. 

Unfortunately, as the GAO recently noted, the FCC collects very 
little reliable data about the availability of broadband to small 
business. We can’t fix what we don’t understand. 

The good news is that businesses are quickly integrating new 
telecom services into their business plans. Broadband connects en- 
trepreneurs to millions to distant customers, facilitates telecom- 
muting, and increases productivity in so many ways. As we know, 
much of our economic growth is attributable to productivity in- 
creases arising from telecommunications advances. 

Given that 52 percent of our small businesses are homebased, 
broadband capability is critical. Just as the Pilgrims used the 
Mayflower to reach new opportunities in Plymouth Harbor, entre- 
preneurs are using broadband to reach beyond their current hori- 
zons. 

Now, the bad news is that the little data we have suggests that 
small businesses are starved for telecommunications competition. 
Many small businesses have only one choice of broadband provider. 
This deprives them of innovative alternatives and can force them 
to pay higher prices. Even where there are competitive options, al- 
ternative providers rely heavily on inputs from incumbents, high- 
lighting the importance of pro-competitive policies, as we have in 
the Telecommunications Act. 

Our businesses now compete on a global stage, so we have got 
to tap the potential of all their citizens, no matter where they live. 
We need to prevent the outsourcing of jobs overseas by promoting 
the insourcing of jobs here within our own borders. While we have 
made some progress, I am very concerned that we are failing to 
keep pace with our global competitors, as you noted. Every year, 
we slip further down the international rankings. The bottom line 
is, citizens of other countries are simply getting more megabits for 
less money. 

I am concerned that lack of a broadband plan is one reason we 
are falling behind. We need a comprehensive national broadband 
strategy, and to lay out some elements of it, it should incorporate 
benchmarks, deployment time tables, and measurable thresholds to 
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gauge progress. We need to set ambitious goals, magnitudes higher 
than the 200 kilobits we now count as broadband. We should gath- 
er better data, including better mapping of broadband availability, 
as you have up there for Massachusetts. We don’t have good data 
for much of the rest of the country that was done by the private 
sector. The Government has little idea where broadband is truly 
available. 

The FCC should be able to give Congress and consumers a clear- 
er sense of the price per megabit, just as we look to the price of 
a gallon of gas as an indicator of consumer welfare. We must also 
increase incentives to invest, because the private sector will drive 
deployment. And we must promote competition, which is the best 
way to foster innovation and lower prices. 

We must also ensure that universal service evolves to support 
broadband so that our hardest-to-serve areas are covered. As you 
noted, Mr. Chairman, spectrum-based services offer some of the 
best opportunities for promoting broadband. We must get 
broadband spectrum into the hands of operators ready to serve at 
the local level, including small businesses. One way is through auc- 
tioning smaller license areas that are affordable to community- 
based providers. 

With the upcoming massive 700 megahertz auction, we have an 
historic opportunity to facilitate the emergence of a third 
broadband platform. I hope that companies will look at the rules 
that we made and we developed as a compromise to provide oppor- 
tunities for a diverse group of licensees. We set up aggressive 
build-out requirements that will benefit consumers and small busi- 
nesses everywhere. But I think we fell short on getting the rules 
right for small so-called designated entities, to give them a boost 
in the auction, and I hope we will reconsider some of the restric- 
tions that we placed on them. 

Unlicensed broadband services can also cover many underserved 
areas and hold promise for small providers. Unlicensed spectrum is 
free. It can be accessed immediately and equipment is relatively 
cheap. We are working to make more unlicensed spectrum avail- 
able at higher-power levels. 

There is also a lot more than Congress can do outside the pur- 
view of the FCC, such as providing adequate funding for RUS 
broadband loans and grants and properly targeting those loans and 
grants, providing tax incentives for companies that invest in 
broadband in underserved areas, promoting broadband in public 
housing, investing in basic science R&D, improving math and 
science education, and, of course, making sure that all of our chil- 
dren have affordable access to their own computer, because without 
a computer, broadband doesn’t help. 

We sorely need leadership like this Committee is showing today 
at all levels of government. It is time for a series of national 
broadband summits mediated by the Federal Government in part- 
nership with the private sector to restore our place as the world 
leader in telecommunications. I look forward to working with you 
to maximize the availability of affordable, truly high-speed 
broadband services. 

Finally, I would like to highlight an issue that Commissioner 
Copps mentioned. I know you both have expressed a lot of concern 
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about the deplorable state of minority and female ownership of 
media assets. That is why I am encouraging the Commission to cre- 
ate an independent bipartisan panel to address these concerns. It 
is my hope that with your support and leadership, the Commission 
will do just that. 

Thank you for inviting me to testify today. 

[The prepared statement of Mr. Adelstein follows:] 
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STATEMENT OF 
JONATHAN S. ADELSTEIN 

COMMISSIONER, FEDERAL COMMUNICATIONS COMMISSION 
BEFORE THE 

U.S. SENATE COMMITTEE ON SMALL BUSINESS AND ENTREPRENEURSHIP 
SEPTEMBER 26, 2007 

Mr. Chairman, Senator Snowe, and members of the Committee, thank you for inviting 
me to testify about one of the most important inffastmcture challenges confronting our 
Commission and the country: ensuring the ubiquitous deployment of affordable, high speed 
broadband to every small business that needs it. Deploying broadband infrastructure is critical to 
promote the economic, cultural, and social well-being of our country, particularly for small 
businesses and entrepreneurs, who drive so much innovation and economic growth. 

Mr. Chairman, you have long recognized that broadband infrastructure is one of the best 
tools for promoting the entrepreneurial spirit that we have seen in our time. Its availability is fast 
becoming one of the key factors in the success or failure of our small businesses. I am deeply 
concerned about the speeds, prices, and availability of broadband services for American 
consumers and small businesses. To ensure that broadband is available and affordable, we must 
engage in a concerted and coordinated effort to restore our place as the world leader in 
telecommunications. This will require a comprehensive national broadband strategy that targets 
the needs of all Americans, including small businesses. 

Mr, Chairman, 1 want to commend you for your leadership on this issue, not only through 
convening this hearing but also by serving as Co-Chairman of the Senate Democratic High Tech 
Task Force. Through these and many other efforts, you are drawing much-needed attention to 
the importance of promoting technological innovation and advanced telecommunications for 
providing good jobs and enhancing our standard of living. Senator Snowe, I also commend your 
outstanding leadership in promoting broadband for schools, libraries and health centers, as well 
as for all consumers, including those in rural areas. 

The Role of Broadband in Promoting Economic Prosperity and Global Competitiveness 

Small businesses play a driving role in creating jobs and developing new technologies. 
Over the past decade, small businesses have created two out of every three new jobs, employed 
forty percent of high tech workers, and produced far more patents than similarly focused large 
firms. Small businesses also purchase a massive amount of telecommunications services, 
spending approximately $25 billion each year, according to a recent Wall Street Journal report. 

Unfortunately, the FCC collects little reliable data about extent of broadband services 
available to small businesses in the U.S., or the more general state of competition among 
providers of telecommunications services for businesses. In a report released at the end of last 
year, the U.S. Government Accountability Office (GAO) recommended that the Commission 
collect additional data to monitor competition and to assess customer choice through, for 
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example, price indices and availability of competitive alternatives. GAO found that “without 
more complete and reliable measures of competition, [the] FCC is unable to determine whether 
its deregulatory policies are achieving their goals.”' 

The good news is that small businesses are voraciously integrating new services and 
features into their business plans. As I elaborate below, and as you will hear from the second 
panel, businesses of all sizes are increasingly tapping into broadband to reduce costs, increase 
productivity, and improve efficiency. 

The bad news is that what little data that we have suggests that small businesses are 
starved for telecommunications choice. Many small businesses have only one choice of provider 
for broadband services, which deprives them of innovative alternatives and can result in higher 
prices. Even where there are competitive options, alternative providers rely heavily on inputs 
from incumbents, highlighting the importance of pro-competitive policies, GAO found that 
competitive providers serve, on average, less than six percent of the buildings with demand for 
dedicated access, leaving 94 percent of the market served by only incumbent providers.^ These 
inputs are used not only by large businesses, but also by other communications providers, 
including independent wireless, satellite, and long distance providers that serve small businesses. 
It is noteworthy that the U.S. Small Business Administration Office of Advocacy recently 
commented that “[t]he combination of high prices and few alternatives creates an insurmountable 
burden to small carriers trying to conduct business in the telecommunications market.”’ 

The lack of information about the small business market is particularly troubling because 
broadband creates economic opportunities that were previously unattainable, and the upside 
potential remains vast. Broadband can connect entrepreneurs to millions of new distant potential 
customers, facilitate telecommuting, and increase productivity. Much of the economic growth 
we have experienced in the last decade is attributable to productivity increases that have arisen 
from advances in technology, particularly in telecommunications. These new connections 
increase the efficiency of existing business and create new jobs by allowing new businesses to 
emerge, and spur new developments such as remote business locations and call centers. 

Small businesses that have seized the initiative are witnessing tremendous growth. With 
broadband, you need not have a global marketing department to be accessible to the world. This 
capability is particularly potent for small businesses given that 52 percent are home-based. In 
this way, broadband is an extension of the entrepreneurial spirit that has characterized our 
country from its earliest foundations. Just as the Pilgrims used the Mayflower to reach the new 
opportunities in Plymouth Harbor and the 19“’ century pioneers relied on stage coaches and 
railroads to settle the western U.S., entrepreneurs are using broadband infrastructure to reach 
beyond their cunent horizons. 

Since I have joined the Commission, I have traveled across the country and seen 
broadband technologies harnessed in ways folks inside the Beltway might never have imagined. 


' GAO, FCC Needs to Improve its Ability to Monitor and Determine the Extent of Competition in Dedicated Access 
Services, p. 15 (Nov. 2006). 

-Id. at 12. 

’ U.S. Small Business Administration Office of Advocacy, Comments in WC Docket No. 05-25, p. 8 (2007). 



16 


For example, at auction houses across the Midwest, entrepreneurs are using broadband 
technologies to conduct real time cattle auctions over the Internet. Ranchers from across the 
country can log in, watch real time video of the livestock and make purchases without leaving 
their ranches. These auction houses bridge remote locations, expand potential markets for 
livestock, and cut costs for ranchers to reach their customers. 

Broadband can also unlock transformational opportunities through the cooperative nature 
of the Internet. Companies of all sizes are tapping into the power of the Internet to gather and 
develop ideas for new products, and to interact with and solicit the views of influential 
customers. The success of the on-line encyclopedia Wikipedia is just one example of how 
quickly open and accessible Internet-based models can outstrip their traditional predecessors. 

We are just scratching the surface of the opportunities that these technologies can bring. 

As small businesses are increasingly empowered to use broadband in newer, more 
creative ways, the stage on which we all must compete is also evolving into a global one. New 
telecommunications networks are a key driver of this new global landscape. They let people do 
jobs from anywhere in the world — whether an office in downtown Manhattan, a home on the 
Cheyenne River Indian Reservation, or a call center in Bangalore, India. This trend is a wake-up 
call for Americans to demand the highest quality communications systems across our nation, so 
that we can harness the full potential, productivity and efficiency of everyone in our own 
country. If we fail in this, be assured, our competitors around the world will take full advantage 
of it. 

The Need for a National Broadband Strategy 

We must do far more to give our citizens, our small business, and our communities the 
tools they need to succeed. We’ve made progress, many providers are deeply committed, and 
there are positive lessons to draw on. Yet, I am increasingly concerned that we have failed to 
keep pace with our global competitors over the past few years when it comes to the speeds, 
prices, and availability of broadband services. 

For a long time, the U.S. was the undisputed world leader in communications technology. 
Yet, in recent years, we have tumbled from that historic position. Each year, we slip further 
down the regular rankings of broadband penetration. While some have questioned the 
international broadband penetration rankings, the fact is the U.S. has dropped ycar-after-year. 
This downward trend and the lack of broadband value illustrate the sobering point that when it 
comes to giving our citizens affordable access to state-of the-art communications, the U.S. has 
fallen behind its global competitors. 

There is no doubt about the evidence that citizens of other countries are getting a much 
greater broadband value in the form of more megabits for less money. A recent OECD report 
ranked U.S. 12th in broadband value. According to the ITU, the digital opportunity afforded to 
U.S. citizens is 21st in the world. For small businesses, those in rural areas, and low income 
consumers, the problems are often even more acute. This is more than a public relations 
problem. It is a major productivity problem, and our citizens deserve better. Indeed, if we do not 
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do better for everyone in America, then we will all suffer economic injury. In this broadband 
world, more than ever, we are truly all in this together and we need to tap all of our resources. 

Some have argued that the reason we have fallen so far in the international broadband 
rankings is that we are a more rural country than many of those ahead of us. While this is 
debatable, even if it is the case, we should redouble our efforts and get down to the business of 
addressing and overcoming this challenge. 

I am concerned that the lack of a comprehensive broadband communications deployment 
plan is one of the reasons that the U.S. is increasingly falling further behind our global 
competitors. Virtually every other developed country has implemented a national broadband 
strategy. This must become a greater national priority for America than it is now. We need a 
strategy to prevent outsourcing of jobs overseas by promoting the ability of U.S. companies to 
“in-source” within our own borders. Rural America and underserved urban areas have surplus 
labor forces waiting to be tapped. No one will work harder, or work more efficiently, than 
Americans. But too many are currently without opportunities simply because their current 
communications opportunities are inadequate to connect them with a good job. That situation 
must improve. 

The Elements of a National Broadband Strategy 

A true broadband strategy should incorporate benchmarks, deployment timetables, and 
measurable thresholds to gauge our progress. We need to set ambitious goals and shoot for 
affordable, truly high-bandwidth broadband. We should start by updating our current anemic 
definition of high-speed of just 200 kbps in one direction to something more akin to what 
consumers receive in countries with which we compete, speeds that are magnitudes higher than 
our current definitions. 

We must take a hard look at our successes and failures. We need much more reliable, 
specific data than the FCC currently compiles so that we can better ascertain our current 
problems and develop responsive solutions. The FCC should be able to give Congress and 
consumers a clear sense of the price per megabit, just as we all look to the price per gallon of 
gasoline as a key indicator of consumer welfare. Giving consumers reliable information by 
requiring public reporting of actual broadband speeds by providers would spur better service and 
enable the free market to function more effectively. Another important tool is better mapping of 
broadband availability, which would enable the public and private sectors to work together to 
target underserved areas. Legislation under consideration by leaders in both the Senate and the 
House would enable us and other agencies like the Census Bureau to make enormous progress 
on this front. 

We must redouble our efforts to encourage broadband development by increasing 
incentives for investment, because we will rely on the private sector as the primary driver of 
growth. These efforts must take place across technologies, so that we not only build on the 
traditional telephone and cable platforms, but also create opportunities for deployment of fiber- 
to-the-home, fixed and mobile wireless, broadband over power line, and satellite technologies. 
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We must work to promote meaningful competition, as it is the most effective driver of 
innovation, as well as lower prices. Only rational competition policies can ensure that the U.S. 
broadband market does not devolve into a stagnant duopoly, which is a serious concern given 
that cable and DSL providers now control approximately 96 percent of the residential broadband 
market. 


The Commission must also ensure the vitality of universal service as technology evolves. 
With voice, video, and data increasingly flowing to homes and businesses over broadband 
platforms, we’ve got to have ubiquitous high speed networks to carry these services everywhere, 
so that small business owners in all parts of our country can participate in this global economy. 
Universal service must evolve, as Congress intended, to cover broadband services sooner rather 
than later. As elaborated upon below, we must also promote spectrum-based services that can 
play such an important role spurring both competition and greater availability of these services. 

There also is more Congress can do, outside of the purview of the FCC, such as providing 
adequate funding for Rural Utilities Service broadband loans and grants, and ensuring RUS 
properly targets those funds; establishing new grant programs supporting public-private 
partnerships that can identify strategies to spur deployment; providing tax incentives for 
companies that invest in broadband to underserved areas; devising better depreciation rules for 
capital investments in targeted telecommunications services; promoting the deployment of high 
speed Internet access to public housing units and redevelopments projects; investing in basic 
science research and development to spur further innovation in telecommunications technology; 
and improving math and science education so that we have the human resources to fuel 
continued growth, innovation and usage of advanced telecommunications services; and, of 
course, we need to make sure all of our children have affordable access to their own computers 
to take full advantage of the many educational opportunities offered by broadband. 

What is sorely needed is real leadership at all levels of government, working in 
partnership with the private sector, to restore our leadership in telecommunications. This 
Committee’s attention to this issue is exactly the kind of effort that is needed. I also continue to 
believe that we need a National Summit on Broadband - or a series of such summits - mediated 
by the federal government, including Congress, the Executive Branch and independent agencies, 
and involving the private sector, which could focus the kind of attention that is needed to restore 
our place as the world leader in telecommunications. 

Wireless: A Critical Source of Broadband Services 

One of the best opportunities for promoting broadband, and providing competition across 
the country, is in maximizing the potential of spectrum-based services. The Commission must 
do more to .stay on top of the latest developments in spectrum technology and policy, working 
with both licensed and unlicensed spectrum. Spectrum is the lifeblood for much of this new 
communications landscape. The past several years have seen an explosion of new opportunities 
for consumers, like Wi-Fi, satellite-based technologies, and more advanced mobile services. We 
now have to be more creative with what I have described as “spectrum facilitation.” That means 
looking at all types of approaches - technical, economic or regulatory - to get spectrum into the 
hands of operators ready to serve consumers at the most local levels possible. 
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Of course, licensed spectrum has and will continue to be the backbone for much of our 
wireless communications network. We are already seeing broadband provided over satellite, 
new wireless broadband systems in the 2.5 GHz band, and the increasing deployment of higher 
speed mobile wireless connections from existing cellular and PCS providers. 

During our review of the bandplan in advance of the auction last year of 90 MHz of new 
spectrum for the Advanced Wireless Service, I pressed for the inclusion of smaller blocks of 
licenses. I thought that smaller license blocks would improve access to spectrum by those 
providers who want to offer service to smaller areas, while also providing a better opportunity 
for larger carriers to more strategically expand their spectrum footprints. According to the U.S. 
Small Business Administration Office of Advocacy, which conducted a roundtable to discuss 
FCC spectrum policy, “small businesses identified the size of the license areas as the single 
greatest regulatory barrier to providing wireless service.”'' Not surprisingly, our decision to 
adopt smaller license blocks was well received by a number of carriers and manufacturers. 

The Commission to some extent used the historic opportunity in the upcoming 700 MHz 
auction to facilitate the emergence of a “third” broadband platform. This is the biggest and most 
important auction we will see for many years to come. While the Commission recently adopted 
auction rules that reflect a compromise among many different competing interests, 1 am hopeful 
that there will be opportunities for a diverse group of licensees in the 700 MHz auction and that 
our more aggressive build-out requirements will benefit consumers across the country. We also 
put in place a new approach to spectrum management by adopting a meaningful, though not 
perfect, open access environment on a significant portion of the 700 MHz spectrum. This 
decision represents an honest, good faith effort to establish an open access regime for devices 
and applications that will hopefully serve consumers well and create opportunities for small 
providers for many years to come. 

I have been disappointed, however, with the way that the Commission has handled its 
designated entity (DE) program. The bidding credits made available through this program can 
be a potent means of getting spectrum into the hands of small businesses and entrepreneurs. Yet, 
the Commission has missed the chance, time and again, to craft rational DE rules. So, I was 
again disappointed that, in the 700 MHz proeeeding, we lost an opportunity to provide crucial 
bidding credits to designated entities that wholesale fully built-out network services. I think it is 
essential that we revisit our policies in this respect to ensure that all bidders have opportunities to 
bid, particularly where wholesale service is a compelling option for new and diverse providers. 

Beyond the 700 MHz auction, there are other important opportunities for smalt 
businesses as both consumers and providers of broadband services. Unlicensed broadband 
services are an intriguing avenue for many underserved communities because unlicensed 
spectrum is free and, in most rural areas, lightly used. It can be accessed immediately, and the 
equipment is relatively cheap because it is so widely available. I have also worked closely with 
the Wireless Internet Service Provider (WISP) community, which has been particularly focused 
on providing wireless broadband connectivity in rural and underserved areas. 


“ Letter from Eric E. Menge, U.S. Small Business Administration Office of Advocacy, to Ms. Marlene Dortch, FCC, 
WC Docket No. 06-150, p. 1 (Dec, 7, 2006). 



20 


But we can always do more for rural WISPs and other unlicensed users. I have heard 
from operators who w’ant access to additional spectrum and at higher power levels. And the 
Commission has been doing just that. We have opened up 255 megahertz of spectrum in the 5 
GHz band - more spectrum for the latest Wi-Fi technologies - and are looking at ways to 
increase unlicensed power levels in rural areas. 

I also have pushed for flexible licensing approaches that make it easier for communitj'- 
based providers to get access to wireless broadband opportunities. We adopted rules to make 
spectmm in the 3650 MHz band available for wireless broadband services. To promote interest 
in the band, we adopted an innovative, hybrid approach for spectrum access. It makes the 
spectmm available on a licensed, but non-exclusive, basis, I have spoken with representatives of 
the Community Wireless Netw'ork movement, and they are thrilled with this decision and the 
positive impact it will have on their efforts to deploy broadband networks in underserved 
communities around the country. 

We have also made spectmm available in tbe 70/80/90 GHz band for enterprise use. 
While you may not be familiar with this spectmm block, it can be used to connect buildings with 
gigabit-speed wireless point-to-point links for a mile or more. Instead of digging up streets to 
bring fiber to buildings, licensees can set up a wireless link for a fraction of the cost — and the 
spectmm is available to anyone holding a license. While others supported an auction, I 
successfully argued against them in this unique case, because I was concerned that auctions 
would raise the price of access and shut out smaller licensees. In fact, one company now is 
installing five links in my home state of South Dakota. The links will be used for a number of 
city services, including public works, police and fire departments, as an alternative to fiber. 

Conclusion 

In order to maintain a vibrant environment for our nation’s entrepreneurs and small 
businesses, we need to maximize the availability of affordable, tmly high-speed broadband 
services. I look forward to hearing from the next panel of witnesses and working with you all to 
create a comprehensive policy framework that advances that goal. Thank you for your 
leadership on this issue, and for inviting me to testify today. 



21 


Chairman Kerry. Well, thank you both for important testimony. 

We now have four statements today, mine, the Ranking Mem- 
bers, and both of yours, that describe the problem, and both of you 
have described it succinctly, eloquently, forcefully, and compel- 
lingly. So the question is, I mean, who is supposed to do this? Why 
is this not happening? What is the problem here? 

Commissioner COPPS. Well, I think first of all is the lack of a 
strategy. Number two is the lack of good information so people can 
understand the problem. But I think as important as anything has 
been the mindset that we have been working under for the last 
several years — not to worry about it. The marketplace will take 
care of this. The market is going to provide ubiquitous broadband. 
It is going to protect the public interest in media, too. Nothing else 
is needed. 

While we all revere the marketplace, which is the locomotive of 
our system and should always be in the lead, there are some things 
that are not getting done, cannot get done by themselves. You can 
go back, as I said, to our early history, building the infrastructure 
that we needed to places where it had to go but the private sector 
didn’t see an immediate profit by going there. 

So we need to cooperate. We need to innovate. We need to learn 
what municipalities are 

Chairman Kerry. What do you think the most significant step 
would be, legislative structure, executive order, or an economic in- 
centive? What is going to have the biggest return here in terms of 
people saying, wow, now we can go do this? 

Commissioner CoPPS. I think a committment from on high say- 
ing that this is the infrastructure challenge of the first part of the 
21st century. We have always built America and kept it great by 
keeping up with infrastructure. We have to do that with our phys- 
ical infrastructure, and broadband is the highway and the byway 
and the ports and the canals and the railroads of the 21st century. 
Without it we are going to be left behind. Then people will pay at- 
tention and then we can come in and do all this 

Chairman Kerry. Didn’t we set that goal? Didn’t the President 
set that goal in 2004? 

Commissioner CoPPS. Well, a goal is always welcome, but a goal 
has to be accompanied by a strategy and a strategy has to be in- 
formed by tactics, and that is where we have fallen down. 

Chairman Kerry. Again, let me re-ask it. What tactic do you 
think would have the greatest impact? I mean, do we need to cre- 
ate some huge tax credit or incentive for rural investment? Do we 
need to create grants for rural investment? 

Mr. Adelstein. I think we need a comprehensive plan. I laid out 
today a comprehensive plan which involves both legislation and 
leadership on the national level, as well as action by the FCC. The 
Telecommunications Act did envision this. It talks about advanced 
services five times in Section 254. 

Chairman Kerry. The Telecommunications Act envisioned that 
we were going to have local Bell Telephone Companies competing 
in the marketplace and frankly, the regulators didn’t regulate. 

Mr. Adelstein. That is right. We basically gave up on it. 

Chairman Kerry. Absent some enforcement, nothing happened. 
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Mr. Adelstein. We gave up on competition. Competition drives 
deployment like nothing else. The vision of the Act was competi- 
tion. Now, it is not Congress’s fault that the FCC gave up on the 
job and the marketplace didn’t work very well. Now we have con- 
solidation and lack of competition, and as Free Press’s testimony 
indicates, competition should be the biggest driver of prices. Prices 
are shooting up. There are no alternatives for these small busi- 
nesses. We need a coordinated plan from the highest levels. 

I mean, one way to start is a national summit on broadband. 
Why don’t we have this kind of leadership where we all gather, pri- 
vate sector, public sector. Congress, the Executive branch agencies 
including us, NTIA, all the way down the line. That brings every- 
body together. I also laid out a comprehensive plan here today — 
tax credits. You need grants. You need universal service. But you 
also need the FCC to promote competition policies and create the 
incentives to invest. 

Chairman Kerry. You talked about more megabits for less 
money in Europe. What were you referring to? 

Mr. Adelstein. In Europe and Japan, all around the world, the 
OECD data shows that we are paying more for less. In Japan, you 
get 

Chairman Kerry. Why are we paying more for less, is that be- 
cause of lack of competition? 

Mr. Adelstein. Well, it is lack of competition. In some cases in 
these countries, actually, have regulated monopolies which are re- 
sulted in faster speeds at lower prices. We pay seven times as 
much as Japanese consumers for lower speeds, and they have a 
more regulated environment. So we have this duopoly here, but ap- 
parently a duopoly isn’t sufficient. A lot of small businesses don’t 
have access to a cable provider at all, so they only have one choice 
because cable doesn’t go to the business areas. We see that they 
are trying to compete, but there has been an attempt to squeeze 
and destroy the CLECs and they are in need of protection to have 
regulatory stability. 

Chairman Kerry. Who do you believe could be the critical play- 
ers at that summit? 

Mr. Adelstein. Well, I think it has to come from the top on 
down. I think that leaders from the Executive branch to the Con- 
gress, the leaders of the committees, yourself included, of course, 
and this Committee as well as the Commerce Committee. I think 
that the private sector, all of the major leaders from the very small 
providers and the CLECs to the very largest national providers 
need to all come together to talk about making this a national pri- 
ority and set goals and benchmarks. It is one thing to say you are 
going to get there by a certain date, but what are the exact bench- 
marks by which you get there? How do you measure that? What 
is the data that you need to get there? We need to all come to- 
gether with that kind of leadership. Knocking heads together could 
make a difference. 

Commissioner COPPS. But meanwhile, there are concrete things 
we can do. We talked about better data gathering and analysis, but 
the joint board is talking right now about including broadband spe- 
cifically in universal service. I think we have the authority to do 
that under the Communications Act. We used universal service to 
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get plain old telephone service out to all of our citizens, or most of 
them. That was the pots. Now we have got the pans, the pretty 
awesome new stuff, and we ought to find a way to get the pans out, 
as well as the pots to all Americans and we are not doing it, and 
this is a fix that could he made in the near-term future. So we 
would he at least taking one fairly significant step. 

Chairman Kerry. You talked about the past, we have great ex- 
amples of this: for example, electricity in America and the TVA and 
the effort to say we are going to get electricity out to every home 
in America. Is there a sense that the Internet ought to be, at least 
until broadband is universal, treated as more of a public com- 
modity? 

Mr. Adelstein. I think so. We should make broadband the dial 
tone of the 21st century. The Farm Bill in 2001 did take RUS from 
being just a telephone system to a broadband system. I talked to 
somebody last night from RUS, they are having more applications 
coming in than they can fund this year, great applications coming 
in. So that is one step. But it has to be like the National Highway 
System, as well. If it weren’t for Eisenhower making the commit- 
ment, we wouldn’t have the highway system we have today. That 
vision back in the 1950s needs to be happening now, I think, for 
the Internet system. 

Commissioner CoPPS. You ask about how we are treating the 
internet. We are not even treating it as a telecommunications serv- 
ice here in the 21st century. We have spent all this inordinate 
amount of time at the FCC deciding that, oh, this isn’t tele- 
communications, this is an information service so none of the con- 
sumer protections, universal service, privacy obligations apply to it. 
Here we go in with all of this wonderful new technology, all of the 
awesome opportunities it has for the future of this country in the 
21st century and we don’t even apply the simple protections that 
applied to plain old telephone service in the last century. That is 
a shame and a sham. 

Chairman Kerry. Senator Snowe. 

Senator Snowe. Thank you, Mr. Chairman. 

I thank both of you for your very powerful statements on these 
issues that are clearly are resonating and reverberating across this 
country. There are a multiplicity of problems, without a doubt, the 
President did set a goal in 2007, and looking back, I remember 
thinking we would have plenty of choices when it came to pur- 
chasing the broadband carrier. The more choices around, the more 
the price will go down. The more the price goes down, the more 
users there will be. And with more users, it becomes more likely 
that America will stay on the competitive edge of world trade. 

Obviously, that hasn’t occurred and it just can’t happen magi- 
cally. We have to develop complementary remedies between the 
Congress, the FCC, and the Administration. I think the idea of a 
broadband summit is an excellent way to start crafting a national 
strategy where each branch of government understands exactly 
what it is required to do. I was asking my staff last night who does 
what? It is critically important that each branch of the government 
understand their role, and I’m concerned that they don’t. This is 
a multifaceted issue, and obviously you have to orchestrate a com- 
prehensive strategy, and if it is important to America’s economy. 
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then clearly there should be a national broadband policy. Every- 
body has discussed, but it clearly hasn’t happened. 

There are several issues that I would like to explore. One is on 
the use of the Universal Service Fund for broadband services, the 
high-cost fund. Is it clear. Commissioner Copps, as to whether or 
not you can use the Universal Service Fund for the support of 
broadband deployment, because you have had a reclassification of 
broadband services as information rather than telecommunications 
service. Is that a legal hindrance to using the fund? 

Commissioner CoPPS. No, I don’t think it is a legal hindrance. 
Certainly it would be doable under the ancillary authority of title 
1, if nothing else. But I think clearly we have not only the author- 
ity to do it, but the charge from Congress to get advanced tele- 
communications to all of our citizens. 

Senator Snowe. Last year. Senator Stevens and other Members 
of the Commerce Committee worked on the universal service issue. 
Five hundred million dollars was included in the Universal Service 
Fund to help deployment in rural areas. Do you think that this 
funding has had an impact? 

Commissioner Copps. I think that is helpful. I think in the long 
run, to get broadband deployed around the country is going to be 
a very expensive exercise. We are looking right now at trying to get 
a public safety broadband system established through the 700 
megahertz auction and that is going to be billions of dollars just 
to do that. 

Senator Snowe. Commissioner Adelstein, you made a good point 
about tax incentives and grants, could they be supported by 
supplementing the Universal Service Fund, and would it help with 
respect to this type of deployment? 

Mr. Adelstein. I think that is right. I mean, a lot of people say 
the reason we are falling behind is we are rural. I am not sure that 
is entirely supported by the evidence, but to the extent that is true, 
and you know the rural parts of Maine, you look at Western Mas- 
sachusetts, we do have a problem in rural areas. So if that is the 
problem, why don’t we redouble our efforts? Why don’t we focus 
broadband on that and the access advanced services in section 254 
where we have that authority? We need to do tax credits to encour- 
age areas where the market isn’t serving, and the RUS program is, 
I think, really doing a great job of getting broadband out and it 
needs to do even more. It needs to be fully funded, as well. 

Senator Snowe. What about the special access issue? Is that a 
major factor that will help to promote competition? There are a lot 
of small companies that are dependent on the Bells for the infra- 
structure and access. In many cases it is only one company that 
small companies rely on and their prices are high and becoming 
even more costly. I know that there is a decision pending before the 
FCC, but would that help? 

Commissioner CoPPS. It is pending. I think if we can get it right, 
it would help. We had a GAO study recently that pointed up the 
problems that attend special access. There is a lot of money in- 
volved in it, $15 or $16 billion charged by the big phone companies, 
and about 94 percent of the country’s enterprise buildings are 
reached only by the big ILECs. Is that a drain and a hindrance to 
small business? The GAO thought so, and I think so, too. So we 
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are under an obligation to get this done, kind of a self-imposed one, 
by the first of October. That is 4 days away. I haven’t seen the item 
yet. 

Mr. Adelstein. Certainly, that is right. Businesses, long-dis- 
tance providers, and wireless all rely on special access. Customers 
say they don’t have any competition, that the earnings by the Bells 
are excessive. The GAO report that Commissioner Copps referred 
to found that there are competitors in only 6 percent of the market. 
Ninety-four percent of buildings are only being served by local in- 
cumbents. These are buildings where small businesses are located 
and large businesses as well. So this impacts everybody. It ripples 
throughout the system. Businesses, hospitals, governments all pay 
more than the market might otherwise determine, if it were truly 
competitive. 

And if you think about a new competitor coming in, like a new 
national wireless system we are hoping under the 700 megahertz 
auction, every little node they set up, every tower they set up is 
going to have to use special access to connect to the network, and 
so we have to make sure that we get this right. 

Senator Snowe. What about broadband mapping? Would that be 
helpful to pass mapping legislation? Would that help us know ex- 
actly where broadband has been deployed and where it hasn’t, and 
is this something the FCC is already undertaking? 

Commissioner CoPPS. No. But it would be immensely helpful. It 
is something that FCC should long ago have done and long ago pro- 
vided to you and provided to companies around the country. Now, 
thank goodness we have all of these exercises. Connect Kentucky 
and Connect America generally, and a number of States are doing 
this and I applaud that. But this is something if we had a national 
strategy the FCC would have been charged to complete a long time 
ago. We shouldn’t be messing around with this in 2007, finding out 
who has got what. 

Mr. Adelstein. And we should be mapping — I think Connect 
Maine will help, as Connect Kentucky did. I have this map of Mas- 
sachusetts. You look at the FCC’s data and compare it to that, the 
FCC says you have broadband everywhere in Massachusetts, but 
you look at all those red areas in Western Massachusetts and that 
is not the case at all. So the FCC’s data is clearly inadequate. Our 
maps are a disgrace. They are not adequate to give us a real pic- 
ture of what is happening. 

Chairman Kerry. Is that the John Adams Institute or 

Mr. Adelstein. Yes. That John Adams map there shows all 
those red areas with no broadband, but the FCC’s map, their dif- 
ferent color codes show that you have broadband everywhere in 
Massachusetts. So our mapping is completely inadequate. 

Now, it is not that hard to do. I was in Chicago last week and 
there was a small businessman, Willie Cade, who owns PC Re- 
builders and Recyclers. He, on his own, came up with a program, 
his little small business, that mapped all of Chicago, everything 
that the major providers are providing in Chicago, and you can see, 
as a matter of fact, there tends to be more service in the higher- 
income areas than in the lower-income areas, all mapped out. He 
managed to mine the data from publicly available information that 
the providers have on their own Web sites. So why can’t we do it? 



26 


If a small business in Chicago can do it, why can’t the Federal Gov- 
ernment do it? 

Senator Snowe. Well, that is a very good question. Why can’t 
we? 

Mr. Adelstein. I think we can. I think we should. Legislation 
would be helpful, but the FCC must undertake, I think, a better 
role. I talked to Chairman Martin this morning and I think he 
shares the commitment to improving the data that we get. We have 
a proceeding that is pending right now. We need to make sure that 
we have good mapping as a part of that and make sure that we 
ascertain small business and what kind of availability small busi- 
nesses have. 

Senator Snowe. So that is something that you think that the 
FCC will pursue? 

Mr. Adelstein. I do think so. We have a pending open pro- 
ceeding right now. Just this morning we discussed the need to en- 
suring that we get better data. We are going to work very hard to 
make sure that it is as strong as it can be. We would like to work 
with you, as well, to get your input. 

Senator Snowe. Thank you. 

Chairman Kerry. Remember the old statement, trust but verify. 

Senator Snowe. Yes. Exactly. But I appreciate it, because it is 
clear to me that we have a lot to do with those branches and with 
the agency. We have to figure out how to corral all of this and just 
have a clear strategy for the future and pursue it aggressively. 
Thank you very much. Thank you, Mr. Chairman. 

Chairman Kerry. Thank you very much. Senator Snowe. 

I would like to reference this map for the moment a moment. It 
is up in the back here, and Senator Corker, I will recognize you in 
just 1 minute. I want to point out that the red areas are the entire 
areas and towns that have no access at all, and yet Massachusetts 
is ranked number four in the country. This is why this is impor- 
tant. The orange areas represent where broadband is available in 
a very limited amounts. The yellow shows areas that have only one 
broadband provider. As you can see, it is a complete monopoly — no 
competition — therefore pricing is not competitive. 

A duopoly is where you have two broadband providers and is 
shown in blue. Two is not sufficient in many people’s judgments. 
And you have only this tiny area around Boston, the sort of greater 
Boston area there, where you actually have three or more 
broadband providers and real competition. So most of the State of 
Massachusetts doesn’t have real competition (more than three pro- 
viders) which is an extraordinary statement about where we stand 
with broadband penetration. 

[The broadband availability map referenced above follows:] 
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Senator Kerry. Senator Corker. 

Senator Corker. Mr. Chairman, thank you for pulling together 
this hearing. I was in 58 counties of the 95 that we have in our 
State during August recess and broadband is a big issue, especially 
in the rural areas. In our own State, a lot of the municipalities, I 
know when I was mayor we put in a 96-fiber line around our city 
to create some competition and I know other cities are doing the 
same in our State. Some of the rural areas obviously are applying 
for grants to do the same kind of thing. But it is an issue, no doubt. 

I do wonder, I hear us talking about Federal mapping and all of 
that. I know that States are also engaged in many cases. I know 
we have a gentleman, Mr. Mefford, who is actually involved in the 
State of Tennessee right now connecting our State and is going to 
be part of the second panel which I am going to miss, but what role 
do you as Commissioners see at the State and local level? 

It seems like that we have a tendency here to want to Federalize 
everything and I know there are a number of activities that are 
taking place in States across the country and I would love for you 
all to make comment on that. 

Commissioner COPPS. Well, I think it is an important question 
and I think probably we have actually Federalized too much in the 
way we have approached telecommunications policies and taken 
away authority from the States on a lot of the consumer and other 
issues. The franchising exercise that we went through was another 
example of that. So we have to get back to the kind of a balance 
that I think the Telecommunications Act of 1996 envisioned be- 
tween Federal and State authorities. 

There are some things, I think, that are obviously more effi- 
ciently done in one venue than another, and I think getting base- 
line data on broadband and deployment and knowing who has it 
and measuring the speeds and all that is a perfectly legitimate ex- 
ercise for the Federal Communications Commission and is some- 
thing we should have done long ago. You know, a lot of States don’t 
have the resources to do that and a lot of the States don’t have the 
“connect” initiatives that many States are developing right now. 

This is a national problem. It is a national challenge. It is a glob- 
al competitive challenge to our small businesses and we have to 
treat it that way and use all of the resources we have. Federal, 
State, local. We need to innovation and we need to learn from what 
various States and localities are doing. 

Mr. Adelstein. I think it really is a partnership that we need 
to do with our State and local colleagues. I was meeting with the 
mayor of Fort Wayne recently who has done an incredible job of 
getting Fort Wayne wired, working with providers, but what does 
that mean for Gary? What does that mean for South Bend? It’s 
great for Fort Wayne, and they are going to get business that other 
cities won’t get, but what about having a national system and 
working with innovative mayors like that, working with the States 
that are doing things like Connect Maine or Connect Kentucky? 
Where is Connect South Dakota? Are they going to get left behind 
if they don’t get it together? Can’t we all have similar maps so that 
we have a uniform national vision of this? 

I think we can learn a lot from what the State and local govern- 
ments are doing. As a matter of fact, when it comes to the national 
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summit, I wanted to say one of the ideas is you really want to in- 
clude State and local governments in that. If need he, Congress 
itself could convene such a national summit — it doesn’t have to 
come from the Executive branch — and invite Executive branch 
partners to come in along with State and local governments to talk 
about what are some of the great things that are going on in places 
like Fort Wayne, and why can’t we do that nationally. Those cities 
that have good visionary leadership shouldn’t have an unfair ad- 
vantage over those that, unfortunately, for whatever reason, don’t 
have leaders that are so focused on telecommunications. 

Senator Corker. You know, we have had people in our office. I 
find the testimony today somewhat interesting. I think, in par- 
ticular, Mr. Copps is kind of a cranky testimony, if you will, and 
you are involved, it seems, the FCC is sort of the centerpiece at the 
Federal level being involved in these kind of things. 

We have had people in our office talking about the auctioning of 
some of these spectrums that you all are talking about that say 
that they are perfectly willing to connect every — make sure that 
every home in America has access to broadband if they can just get 
these spectrums bid appropriately so that they have the oppor- 
tunity to do that. I would love for you all to comment, because it 
sounds like there are some things that you readily have available 
to solve some of these problems. 

Commissioner CoPPS. Well, I am old, and I am cranky, and I 
have been in this town for 37 years now and 

Senator Corker. You wear it well. 

Mr. Copps [continuing]. Dealing with this problem of small and 
medium-sized enterprise for much of that time, so that is why I get 
a little bit impatient. 

Yes, the rules and the procedures we establish for our auctions 
are very important. You have to look at each case that comes along. 
I mean, some people want to get that spectrum in very unconven- 
tional ways that sometimes may be in contravention of the statute 
or maybe go around auctions or something like that, so you have 
to look at each of those cases, but we have to be innovative. That 
is why Jonathan and I were concerned on the 700 megahertz auc- 
tion that we weren’t more innovative to encourage more participa- 
tion and have open access, a wholesale model, to allow some com- 
petition in at least this one part of this one piece of spectrum. Let 
us try something different and see if it works. Yes, we have the au- 
thority to do that, and we should be doing a lot more of it than we 
are. 

Senator Corker. I mean, here we are testifying before a Senate 
Committee. Why don’t you tell us why you are not doing that? It 
seems like to me that you have the tools at your disposal at the 
FCC truly on these spectrum auctions to solve this problem 

Commissioner CoPPS. I think we do. But number one, I just ob- 
serve that we are two out of five people, so we don’t necessarily 
command a majority for everything that we want to do. 

Chairman Kerry. They don’t have the votes. The Commission is 
appointed 

Senator Corker. I understand there are five, but I can’t imag- 
ine — I would love to get some of the other Commissioners up here 
then, Mr. Chairman, and talk about it. But I would sure love for 
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you, since you seem a little perturbed about it, for you to air why 
that is not occurring. 

Commissioner COPPS. It is not occurring for all of the reasons 
that I have tried to explain this morning, beginning with the lack 
of a national strategy. We don’t have that charge from on high to 
get this job done. We don’t have the charge saying, this is the most 
important infrastructure problem our country faces. That charge 
would say: go and use the authority you have and get it done, and 
if you don’t have the authority, come back here and get some more. 

It is either going to be a priority or it is not going to be a priority 
and we are not treating it as a priority, and to me, it is the central 
infrastructure challenge that we face right now. If we don’t do this, 
small business is going to suffer. Minorities are going to suffer. 
Rural America is going to suffer. And the country as a whole is 
going to suffer. It is a job that is not getting done and 

Senator Corker. Again, I don’t want to create acrimony here, 
but I just have people come in our office representing companies 
from around the country that feel like they could solve this prob- 
lem. You all are two of the five Commissioners apparently that 
could affect that and I think that is an area for us to begin 

Commissioner CoPPS. I think that is true, but in the deregulated 
environment in which we live, which is the environment that a lot 
of these companies pushed for, we were told that if we would de- 
regulate the job would get done. We deregulated. The job didn’t get 
done. 

Mr. Adelstein. I think I know one of the companies you are re- 
ferring to. You are talking about getting wireless spectrum into 
use, and that is something that I talked about. I think you are ex- 
actly right on. There are opportunities out there to do it. Now, why 
didn’t that happen? It is a very good question. The company per- 
haps is M2Z that you are talking about. This is a company that 
had a proposal for nationwide use of a certain area of spectrum 
that is now underutilized. They argued under section 7 of the Act 
that says we are supposed to get new services and new tech- 
nologies approved or decided up or down within a year. 

Now, they put forward a proposal, and it was a year before we 
even acted on it. We didn’t even have the opportunity to vote on 
it or anything because nothing came before us for a whole year. Fi- 
nally, we just put an NPRM out like the day before the year ex- 
pired so we wouldn’t be exposed in court, but why didn’t we do it 
quicker? What are we waiting for before we even put out a notice 
asking what we should do about something? 

Here this private company did identify, I think helpfully, that 
there was some underutilized spectrum and they wanted to do 
something with it. Well, whether you like what they want to do or 
not, why don’t we find a way to get that spectrum into use, get 
them or somebody else using it, auction if off, get it moving, get 
that out for notice and get the auction up and running. I couldn’t 
agree with you more. We need to be doing that. We need to look 
at every inch of spectrum we have and try to pack more data on 
it. Here is an example of where we didn’t do our job well. We didn’t 
really comply with the spirit of trying to get things done in a year 
and it is frustrating a little bit. It is making me age prematurely. 
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Senator Corker. I appreciate the time, and Mr. Chairman, I 
would just say 

Chairman Kerry. No, that is a very legitimate and very impor- 
tant series of questions. I think it does — clearly it begs the question 
that is on the table. 

Senator Corker. And I think that before we get involved in map- 
ping and a Federal initiative and all that, I think there is an entity 
here that with some degree of innovation within its own ranks 
could go a long way toward solving this problem without — in a way 
that, candidly, is not something that would use a lot of Federal re- 
sources. I mean, you have spectrum. We have a need. You all have 
the ability to auction that spectrum in a way that creates universal 
access if you so decide, and I would just urge the Commissioners 
to maybe come back and talk with us about ways of making that 
happen. 

But again, thank you for this, and I had no idea I was going to 
ask even these types of questions. It really came because Mr. 
Mefford is wiring our State and I wanted to pay tribute to him, but 
thank you for this testimony. 

Chairman Kerry. No, we appreciate it. It is good to get 
everybody’s crankiness out on the table. 

[Laughter.] 

Chairman Kerry. Thank you, gentlemen. We appreciate it. 

We are going to go right to the second panel. We are under a lit- 
tle bit of time pressure here, so if we could just have a seamless 
transition, that would be terrific. 

And I think. Senator Corker, it would be really worthwhile to get 
the other Commissioners in and have this conversation with them. 
I will do that. We will do that. 

Senator Corker. Thank you. 

Chairman Kerry. Thank you very much. We appreciate it. 

So Ben Scott from the Free Press, policy director, Brian Mefford, 
Doug Levin, and Scott Wallsten. If you could each summarize your 
testimonies in 5 minutes or less, that will help. 

Mr. Scott, do you want to start, and we will just run down the 
line. Just identify yourself for the record and proceed. 

STATEMENT OF BEN SCOTT, POLICY DIRECTOR, FREE PRESS, 

WASHINGTON, DC 

Mr. Scott. Thank you, Mr. Chairman, Senator Snowe. Thank 
you for the opportunity to testify today. I am the policy director at 
Free Press. We are a public interest organization with over 350,000 
members. We are dedicated to public education and consumer advo- 
cacy on communications policy. 

Many of my members are small businesses and their interest in 
broadband could hardly be a higher priority. For them, broadband 
is a make or break technology. Many are E-commerce outfits, but 
almost all of them use the Internet to place orders, track inventory, 
or market products. 

Unfortunately, a lack of competition in the broadband market 
has led to high prices and slow speeds for these small business con- 
nections. This has been going on for quite some time, threatening 
to stunt innovation and endangering our global competitiveness, as 
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both of the Commissioners pointed out. I share their view that this 
is a very serious problem. 

Increasingly, our small businesses are competing with similar en- 
terprises overseas and we stand at significant disadvantage. A re- 
cent Small Business Administration study of broadband prices 
showed that small businesses in States like Massachusetts and 
Maine are likely to pay $40 or more for a six-megabit connection 
to a consumer-grade cable modem. Their competitors in Japan are 
paying the same price for 100 megabits. This 15-fold speed advan- 
tage translates into more goods, better services, and higher effi- 
ciency, and it is not just the Japanese that have the edge. 

According to a study by the OECD of higher-quality enterprise- 
class broadband services, the United States once again pays far 
more than other nations for far less. What is available in Denmark 
for $350 to small businesses costs $2,500 here at home. Now, I be- 
lieve as much as the next guy in the power of the American entre- 
preneurial spirit, but the head start we are giving our global com- 
petitors is taking it just a bit too far. 

So what do Asia and Europe have that we don’t? They have com- 
petitive markets. They have competition that drives prices down 
and speeds up and we don’t, and it is not hard to see the results. 

In our study of this problem, we noticed how few small busi- 
nesses actually subscribe to the high-end broadband services that 
best suits their interests. Most get by with a lower standard $40 
consumer-grade broadband product. Only a fraction subscribe to 
enterprise-class services that could supercharge their businesses. 
According to the SBA survey from 2004, only 4 percent of small 
businesses were buying these high-end connections — 4 percent. 
Even if we generously assume that since 2004 that number has tri- 
pled, that is just over 10 percent of our small businesses that are 
getting what they need. 

The simple reason is high prices. That same SBA survey showed 
that these high-quality connections cost over $700 a month. The 
kind of competition necessary to bring those costs down is nowhere 
on the horizon. Meanwhile, the big phone companies are over at 
the FCC using their political muscle to push out these competitors. 

Right now, the FCC is considering a number of critically impor- 
tant regulatory choices, including changes in so-called special ac- 
cess and network sharing policies that govern business class 
broadband. Wrong decisions could result in even higher prices for 
small business. 

Another free market policy that is critical to small business is 
network neutrality. Small businesses depend on the Internet for E- 
commerce and they need net neutrality to protect the free market, 
ensuring that no large companies have unfair advantages. One of 
my members is a small business owner from Washington State who 
wrote me and captured this issue in a nutshell. He wrote, “I am 
the founder and CEO of a Web-based startup, so my life is dramati- 
cally affected by net neutrality. We will be competing against many 
major companies, so the possibility of a large ISP having the option 
of routing my traffic to a second-tier network is chilling, to say the 
least.” 

I want to thank both of you. Senator Kerry and Senator Snowe, 
for your leadership on this critical issue, because to meet the needs 
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of this CEO and others like him, my recommendation is that this 
Committee undertake a sweeping inquiry into broadband policies 
that affect small businesses in particular. 

To begin, we need to improve our knowledge of the small busi- 
ness market. Currently, no Federal agency is consistently studying 
this problem. It seems to me we can’t fix problems we don’t meas- 
ure, and since the SBA has already begun to conduct surveys of 
small business broadband, I think they ought to proceed, in co- 
operation with the FCC. 

But above all, we need competition policy to drive down prices, 
accelerate speeds, and deliver better value to American small busi- 
nesses. That means fostering more competition with innovative 
new technologies, like in the spectrum auction, but it also means 
forcing entrenched monopolies to open their networks to competi- 
tors. That is the key point that is holding up action at the Commis- 
sion. 

In the short term, I recommend moving forward on a variety of 
progressive policies which I outlined in detail in my written state- 
ment. These include opening the TV white spaces for unlicensed 
wireless use; protecting the rights of local government to offer 
broadband services; transitioning Universal Service Programs from 
dial tone to broadband; safeguarding the Internet’s free market for 
goods, services, and speech through net neutrality rules; and fi- 
nally, opening incumbent networks to unleash competitive forces. 

In my view, this is a paradigm shifting moment for American 
telecommunications. It is an imperative that we choose wisely. 

Thank you for your time and attention, and I do look forward to 
your questions. 

[The prepared statement of Mr. Scott follows:] 
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Summary — Testimony of Ben Scott, Free Press — September 26, 2007 

Free Press^, Consumers Union^, and Consumer Federation of America^ appreciate the opportunity 
to testify on the state of the broadband market for small businesses. Few issues have a more direct 
path to economic growth at the center of our entrepreneurial economy. Unfortunately, a lack of 
competition has led to hi^ prices and slow speeds for small business broadband connections, 
threatening to stunt innovation and endangering our global competitiveness. Our ptim^ policy 
goal must be to increase competition in the broadband Internet service provider (ISP) marketplace. 

Policies that create a healthy broadband market are critical for our small business economy. To 
begin, competitive ISPs are often small businesses. The competitive ISP industry has dramatically 
declined in recent years because of poor policy decisions. Second, new competition policies will 
bring more broadband choices to small business consumers, driving market forces that lower prices 
and increase speeds to catch up with our global competitors. Finally, small businesses that depend 
on the Internet for e-commerce require policies like network neutrality that protect the free market, 
ensuring that there are no gatekeepers that obstruct their path to the market. 

The problems we face today in the broadband access market are severe, but perhaps nowhere are 
they worse than in the small business sector. The problems in the residential market get the 
headlines and scrutiny. It is no secret that we are falling behind the world leaders in broadband 
penetration -- our broadband speeds are comparatively low and prices are high. Many small 
businesses (and particularly those with Internet-based goods and services) have a single choice for 
broadband service ~ the incumbent telephone company. Compare that to global competitors in 
Europe and Asia that can choose from literally doaens of providers. The competitive market abroad 
translates into service that is far faster and less expensive. The economic disadvantages for our 
homegrown entrepreneurs over time are dear and the damage will be difficult to reverse. 

Recent broadband policy at the Federal Communications Commission (FCC) has not embraced a 
free market approach to enabling competition, instead supporting the entrenched incumbency of 
telephone and cable companies. The legacy of these decisions has put downward pressure on 
investment opportunities and innovation in the small business sector. Right now, the FCC is 
considering a number of critically important regulatory choices - induding changes to the spedal 
access market and the barriers to market entry for competitive providers. Wrong dedsions will 
result in higher broadband prices for small business and cripple competitive markets in ways that 
will take years to correct. In many cases, the incumbents seek to evade laws that foster competition 
through regulatory forbearance. Yet few in the Congress are paying dose attention. 

We recommend this Committee, working with the Small Business Administration (SBA), undertake 
a sweeping inquiry into the broadband polides that will directly benefit American small business. 

To begin, we need to improve our knowledge of the small business broadband market. Currently no 
federal agency is conducting serious data collection or analysis. We recommend the Committee 
support a variety of policy initiatives to bring competition to the marketplace including, ensuring 
spectrum auctions produce real competitors not vertical integration; opening the television white 
spaces for unlicensed use; protecting the rights of local governments to offer broadband services; 
guaranteeing the interconnection of networks on nondiscriminatory terms; transitioning Universal 
Service Fund (USF) programs to broadband; and safeguarding the Internet’s free market for goods 
and services through network neutrality rules. We look forward to working with the Committee as it 
moves forward. 
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Broadband’s Centrality to the Small Business Economy 

It is now widely understood that the availability and adoption of broadband Internet access in our 
communities translates into jobs, investment and economic growth. For small business, it is an 
essential tool in the information economy — a means to grow sales, expand to new markets, and 
innovate. Broadband is also rapidly becoming a difference-maker in a globally competitive market 
for goods and services. As tiie U.S. falls behind the wodd’s leading nations in broadband 
penetration rates, speeds, and prices, the impact on entrepr^ieurs and small businesses will be 
severe. It is not merely that our counterparts in Europe and Asia have more broadband services to 
choose from — they can often purchase ten times the speed at half the price. Using this 
technological edge, these companies can outperform U,S.-based competitors. 

Broadband is not only important for keeping existing small businesses competitive; it is also 
critical in the creation of new small business jobs at home. A 2007 study by researchers at the 
Brookings Institution and MIT estimated tiiat a one-digit increase m U.S. per-capita broadband 
penetration -- the metric used by the Organisation for Economic Co-Operation and Development 
(OECD) “ equates to an additional 300,000 jobs. ^ Thus our slide from 12th to 15th place in the 
world’s broadband rankings during ihe latter half of 2006 equals approximately 240,000 lost jobs.^ If 
our broadband penetration were as high as number-one-ranked Denmark, we could expect 
approximately 3,7 million additional U.S. jobs. This is not merely a matter of national pride; this is 
serious money and a life-or-death situation for the small business market. Small businesses often 
run on thin margins and innovative ideas, both areas that are squee 2 ed if broadband technologies are 
unavailable or very expensive. 

In 2005, the Small Business Administration (SBA) commissioned a study about broadband 
use by rural small businesses.^ The study found: ‘"Broadband investment and services appear to 
stimulate economic productivity and output, as well as create jobs.”'^ The report summarizes a 
number of studies that confirm this finding and concludes that the conventional wisdom is correct, 
The primary finding in this report is that rural small businesses are less likely to have broadband 
services and more likely to miss out on the economic benefits broadband brings. The report does 
not make any international comparisons to note the competitive disparity between the U.S. and 
international markets. However, it does note that communities with broadband services “have a 
competitive edge in terms of attracting and retaining businesses”^ -- a critical component of 
economic development. This finding is applied to different U.S. towns and cities, but it is equally 
true of a comparison between the U.S. and Europe or Asia. 

Increasingly, good business depends on good communications technologies. Manufacturers 
increasingly require online inventory and ordering capabilities for sales points. According to the 
Census Bureau, 92 percent of e-commerce takes place business-to-business. These transactions rely 
“overwhelming on proprietary Electronic Data Interchange (EDI) systems.”® Small businesses 


^ Robert Crandall, William Lehr and Robert Litan, ’The Effects of Broadband Deployment on Ouqjut and 
Employmenr. A Cross-sccdonal Analysis of U.S.Data,June 2007. Available at 
http://wwv7.bfookings.edu/views/ papers/ ccandall/2007_Q6litan,htro . 

2 Organization for Economic Cooperation and Development, “OECD Broadband Statistics to December 2006”, 
http://www.Qecd.org/sti/ict/btoadband. 

^ Stephen B. Pociask, “Broadband Use by Rural Small Business,” December 2005, Small Business Administration, Office 
of Advocacy, Available at http;/ /www.sba.gov/advo/f^.se3fch/rs269tot.pdf 
Mbid,L 
5 Ibid, 3. 

^ “E-Stats,” US Census Bureau, May 25, 2007, Available at http:/ /www.census.gov/eos/www/2005/2005reportFinaI.pdf 
(Figures are for 2005, the last year reviewed in this study). 
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without the communications capacity necessary to take advantage of EDI systems are left out of this 
muldbiUion-doUar industry. In addition, advoiising and marketing are increasingly done online and 
the web interface for a small business is often as mdcal as its brick-and-mortar fa 9 ade. Many small 
businesses — such as the thousands of eBay power-sellers — are exclusively online. Retail e- 
commerce sales totaled $33.6 billion in the second quarter of 2007, up 20.8 percent from the same 
quarter in 2006.’ 

Certainly, the primary interest for this Committee in broadband policy must be to increase 
the number of broadband choices in the small business market in order to increase speeds and lower 
prices. But it is important to note that small businesses are not just the beneficiaries of better 
broadband services. Competitive broadband providers, i.e. new entrant Internet Service Providers 
(ISP) and Competitive Local Exchange Carriers (CTEQ, are often small businesses themselves 
(assuming a definition of small business as having less than 500 employees). These businesses -- as 
well as those that use the networks to transact commerce -- rely on a ftee market for the production, 
consumption and transmission of Internet packets. This is the reason why small businesses have 
been central to the network neutrality debate raging for almost two years. Any imposition of 
gatekeepers in the access market will jeopardhe the engme of innovation in the small business 
economy. 

Broadband Market Failures in the Small Business Sector 

The small business broadband markelplace is in a state of alarming failure. Not least of our 
problems is the fact that no government agency monitors the small business broadband market. We 
must extrapolate the state of the market by making informed assumptions about the residential 
broadband market (from which most small businesses buy their services) and the enterprise market 
for broadband. The FCC collects no data specific to small business broadband connections. The 
SBA’s 2005 study laments this fact and calls for more research and better measurements. Virtually 
nothing has been done to address this glaring lack of data. We cannot fix problems that we do not 
measure. 

The SBA did conduct a survey in 2004 to determine whether or not small businesses are 
subscribing to broadband, what type of service they buy, and what price they are paying.® Although 
three years is a long time in the broadband market, a number of findings are worth noting because 
they reveal very significant problems which almost certainly have not been remedied. 

Extrapolating from the SBA survey data, the markelplace for small business broadband 
connections resembles the residential broadband market because the vast majority of small 
businesses are buying consumer-class connections (ie. asymmetric upload/ download speeds without 
a dedicated line). These asymmetric lines are sometimes marketed as ‘husiness-class”, but they do 
not have the reliability of a dedicated line or the functionality of symmetric upload speeds. 
Broadband lines that are not dedicated to one customer are often shared by 20 to 50 customers — a 
metric known as the contention ratio. These figures are proprietary to each broadband provider and 
are not made public -- so we cannot know for sure what kinds of services are actually in the market. 
As a technological matter, there are no cable modem products that are symmetrical in speed and 
offer dedicated lines- Only a T-1 service or better in igital subscriber line (DSL) or fiber-optics can 


“Quarterly Retail E-Commercc Sales, 2"^ Quarter 2007” US Census Bureau, August 16, 2007, Available at: 
htp: / / www.census.gov/mits / www/ data /pdf/ 0702. pdf 
5 "A Survey of Small Businesses' Telecommunications Use and Spending," Stephen Podask, TcleNomic 

Research for the Office of Advocacy, Small Business Administration Contract No. SBA-HQ-02-M-0493, 
Washington, DC, March 2004 available at htq?:/ /www.sba.gQv/advo/research/rs236tot.pflf 
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provide diis level of service. The standard T-1 line — typically a 1.5 Mbps symmetrical connection 
with capacity dedicated to one end-user business customer -- often prices small businesses out of the 
market, even thou^ its speed is hardly revolutionaay. 

According to the SBA survey, only 4 percent of small businesses were buying T-1 lines in 
2004. Even if we generously assume that this number has tripled in the last three years, this is a 
huge problem by itself. It indicates that most small businesses do not subscribe (because of price or 
availability) to the kinds of communications technologies that are best suited to business use. These 
business-class broadband capabilities are available at hi^er speeds and much lower prices in 
international markets — which points to a glaring competitive disadvantage at home. If an IT 
consulting firm in Massachusetts is serving its clients from servers connected to a cable modem (8 
Mbps download/3 Mbps upload), and its Japanese counterparts are competing for the same clients 
with servers connected to a fiber-optic line (100 Mbps upload and downloac^, the situation is not 
sustainable for U.S. business interests. Adding insult to injury, the Japanese firm likely pays the 
same price or less for its connection! 

For any business that pushes data out from its own servers, the most important problem is 
not download speed, it is upload speed. For a small business that deals in e-commerce, markets 
products online, provides services or processes orders over the network, or communicates between 
offices via a high-speed line, it is critical to have sufficient upload speed to transmit date to clients 
and consumers. Reliability is also a critical factor. If tiie business depends on the network 
connection, it cannot go down. If these are the main concerns for small businesses, any small 
business without at least a T-1 line will be at a competitive disadvantage. The SBA data shows how 
far the marketplace is to realizing universal adoption of these kinds of services. 

The central problem is that there is insufficient competition in the marketplace for T-1 class 
connections to lower prices to a reasonable level. Because cable operators do not offer these 
services, the incumbent telephone company has a monopoly — unless there are CLECs in a 
particular local market Moreover, prices fluctuate dramatically across the country, leaving rural 
areas at a tremendous disadvantage. 

In a recent workshop^ hosted by the Cooperative Association for Internet Date Analysis 
(CAIDA), practitioners reported the prices they pay for 1 symmetrical Mbps of dedicated broadband 
service in different areas of the country. There are no publicly available datasets that provide this 
kind of price information on a larger scale, but this snapshot gives a striking display of the disparities 
and the importance of supply-side market conditions. There is an urgent need both to study this 
problem and use policy changes to mitigate the worst of the damage. 

Price per month of 1 symmetric Mbps of dedicated broadband service: 

San Francisco — $8-12 
Chicago, lU. - $80-90 
Urbana, III. - $300-320 
Greenup, 111. — $1300 


These figures are corroborated by the SBA’s survey that reports the average monthly 
expense on a T-1 line for small businesses at $720.^® There are multiple factors at play in the price 


^ Commons Project Strategy Summit, December 2006, San Diego, CA, Cooperative Association for Internet Data 
Analysis (CAIDA). 

See summary of SBA survey; Podask,t9. 
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disparity here (including the cost of service provision in rural versus urban areas), but by far the 
most important one is the presence of competitive service providers. As a general rule of thumb, 
the more CLECs there are in a market, the more likely it is that prices are driven down. 

The consequences of this problem are stark. By way of analogy, imagine if small businesses 
faced similar disparities in gas prices. By analogy, if a gallon of gas were $2 in San Francisco, it 
would cost $260 a gallon in Greenup. Is there any wonder where investment, jobs and economic 
growth win go in such an environment? 

This is where the rural digital divide and the international comparisons become very 
significant for the small business economy. If the communications technologies most appropriate 
for business users are unavailable or excessively priced in rural areas, those businesses will ci^er 
never materialize, or they will move to urban areas. A 2005 survey reported that three-quarters of 
rural small businesses did not have access to the broadband technologies they need.” If these 
technologies are available at higjier speeds and lower prices overseas tiian anywhere in the U.S. 
market (rural or urban), either the jobs will flow abroad or the competitive advantages will tip the 
scales dramatically against the U.S. economy. The SBA survey reported that the average small 
business customer that did not have a T-1 line paid between $40 and $50 per month for asymmetric 
cable modem and DSL service. These connections are typically between 3 and 8 Mbps on the 
download and roughly one-third of that or less on the upload. By contrast, connections in France 
are 3 to 10 times those speeds for the same price.^^ In Japan, the same money buys 8 to 30 times 
that speed.^^ 


Broadband Price for Select OECD Countries 



Gross, Grant, “Survey. Small businesses lack broadband options,” IDG News, September 20, 2005, Available at 
http:/ /www.infowotld.com/artide/05/09/20/HNsmbbtoadband l.html 
See: Jennifer L, Schenker, “Vive la High Speed Internet,” Busiaeis Week,]\iXy 18, 2007, Available at 
htip://www.busi)iesswe£Lcom/ print/ globalbiz/ content/jul2007/ gb2007Q71 8 387052.htm 
See: Blaine Harden, “Japan’s Warp-Speed Ride to Internet Future,” Washington Post, August 29, 2007, Available at 
http://ww.washingtonpostcom/wp^d_vn/cQnteat/attide/2QQ7708/28/AR20Q7CI82801990 pf.html 
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A recent comprehensive survey by the OECD indicates that the U.S. small businesses that 
choose to purchase the more expensive but more jeliable symmetrical leased-access connections pay 
far more than business users in most other OECD nations/'* The OECD found that while 
businesses in countries like Denmark and Iceland pay approximately $350 USD per month for a 2 
Mbps leased-access line, U.S. businesses are paying on average $2,500 per month for the same 
product. 


Average Monthly Cost for a 2Mbps Symmetrical Leased Access Line 
OECD 2007, $U.S, PPP 



It is imperative that Congress pay close attention to broadband regulatory policy issues - 
great and small -- in order to ensure that by the time Capitol Hill moves to address the disastrous 
failures in the broadband marketplace, the FCC hasn’t already given up the game. As this analysis 
demonstrates, the key problem is not the availability of broadband services (although that is a 
significant problem in many rural areas); it is the creation of competitive markets to make them 
faster and mote affordable. How do we get T-1 class or better services in as many markets as 
possible? How do we open the market to more providers to create the competition which will drive 
the costs down so that they ate affordable to most small businesses? 

Notwithstanding the absence of specific data and analysis on the small business broadband 
market. Congress is acutely aware of the larger ptoblems in the marketplace. The facts are 
unambiguous in the residential broadband market (which we have seen has a large overlap with the 
small business market). A significant number of American households — around 10 percent — have 
no available terrestrial broadband service.’* A much larger percentage — over 40 percent — have 
service available to them, but they do not subscribe — foregoing the social and economic benefits of 
connectivity because of high prices, a lack of equipment and training, or simple disinterest.'* Rural 


“OECD Communications Outlook 2007”, Or^nization for Economic Cooperation and Development, Information 
and Communications Technology Division, July 2007. 

“Broadband Deployment is Extensive throughout the United States, but it is Difficult to Assess the Extent of 
Deployment Gaps in Rural Areas,” Government Accountability Office, Report to Congressional Committees, 
GAO-06-426, May 2006. 

Extrapolated from “High-Speed Services for Internet Access as of June 30, 2006 ” Industry Analysis and Technology 
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areas lag behind urban areas in broadband access.*^ These inequalities present significant downward 
pressure on the likelihood that small businesses will be founded and succeed in the geographic and 
socio-economic areas most in need of economic development. 

The cost to our economy and the quality of life in our society mounts each successive year 
that these problems go unsolved. Meanwhile, alarmingly, the U.S. is falling behind the rest of the 
world in broadband penetration and market performance, ceding the tremendous benefits of leading 
the world in network connectivity to others. The President called for us to reach the universal 
broadband milestone by this year. There is now no chance we can achieve that result. While it is 
true that the total number of broadband lines deployed in the U.S. is rising and the total number of 
broadband users is now near 50 percent of the country, the U.S. growth rate in broadband 
penetration compared to other nations is not encouraging. Our growth rate between 2005 and 2006 
earned us the 2T‘ spot out of 30 among OECD nations.^® 


Year to Year Absolute Change In Broadband Penetration (OECD) 



Dec 

Dec 

Dec 

Dec 

Dec 

Slowing 


2001-2002 2001-2003 2003-2004 

2004-2005 

2005-2006 

(•05 to '06)? 

Denmark 

3.8 

4.8 

6.0 

5.9 

7.0 

No 

Netherlands 

3.2 

4.8 

7.2 

6.2 

6.6 

No 

New Zealand 

0.9 

1.0 

2.1 

3.4 

5.9 

No 

Ireland 

0.3 

0.5 

2.5 

3.4 

5.8 

No 

Sweden 

2.7 

2.6 

3.8 

5.7 

5.8 

No 

Norway 

2.3 

3.8 

6.8 

7.0 

5.7 

Yes 

Hungary 

0.3 

1.4 

1.6 

2.7 

5,6 

No 

Luxembourg 

1.2 

2.0 

6.3 

5.1 

5.5 

No 

Australia 

0.9 

1.7 

4.2 

6.1 

5.4 

Yes 

France 

1.8 

3.1 

4.6 

4.6 

5.2 

No 

United Kingdom 

1.7 

3.1 

5.1 

5.9 

5.2 

Yes 

Finiand 

4.2 

4.0 

5.4 

7.5 

4.8 

Yes 

Poland 

0.2 

0.5 

1.3 

0.3 

4.5 

No 

Switzerland 

3.6 

4.5 

7.4 

6.6 

4.4 

Yes 

Belgium 

4.3 

3.0 

3.8 

2.7 

4.3 

No 

CzechRepublic 

0.1 

0.3 

2.0 

3.9 

4.2 

No 

Germany 

1.8 

1.5 

2.8 

4.6 

4.1 

Yes 

S. Korea 

4.6 

2.4 

0.6 

0.4 

3.9 

No 

Spain 

1.8 

2.4 

2.7 

3.4 

3.8 

No 

Iceland 

4.7 

5.9 

3.9 

8.2 

3.3 

Yes 

United States 

2.4 

2.8 

3.2 

3.4 

3.3 

Yes 

Greece 

0.0 

0.1 

0.3 

1.0 

3.2 

No 

Slovak Republic 

0.0 

0.3 

0.7 

1.5 

3.2 

No 

Austria 

2.0 

2.0 

2.5 

4.2 

3.0 

Yes 

Italy 

1.0 

2.4 

4.0 

3.7 

3.0 

Yes 

Canada 

3.2 

3.0 

2.5 

3.4 

2.8 

Yes 

Japan 

3.9 

4.6 

4.3 

2.6 

2.6 

Yes 

Portugal 

1.5 

2.3 

3.4 

3.3 

2.3 

Yes 

Turkey 

0.0 

0.3 

0.4 

1.4 

1.7 

No 

Mexico 

0.2 

0.1 

0.5 

1.3 

1.3 

Yes 


Despite the inactivity of the agencies responsible for broadband deployment, the broadband 
problem is well-documented. Accordingly to the best available data: 


Division, Wireline Competition Bvireau, Federal Communications Commission.; calculated assuming one line per 
household, based on July 1 2006 Census household estimates; S. Derek Turner, "Broadband Reality Check II," Free 
Press, Consumers Union, and Consumer Federation of America, August 2006, Available 
at http://syww.freepress.net/docs/bbrc2-fInaJ.pdf 
SBA’s study affirms this finding. See Podask, op cit 

Organization for Economic Cooperation and Development, "OECD Broadband Statistics to December 2006”, 
http:/ /www.oecd.org/sti/ict/bfQadband. 
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• Extrapolating from FCC data, nearly 60 percent of U.S. homes are not broadband 
adopters.^^ 

• The rate of residential broadband adoption continues to slow. From June 2005 to June 
2006 the number of residential advance service lines increased 34 percent. But from June 2004 
to June 2005 the increase was 62 percent.^ 

• 37 percent of ZIP codes have one or less cable and/or DSL provider.^^ Given that FCC 
ZIP code data overstates the level of broadband deployment; this should be viewed as a 
conservative figure. 

• Some states have la^e in coverage. Over 40 percent of South Dakota households are 
not wired for cable broadband. Over 40 percent of New Hampshire and Vermont households 
are not wired for DSL.“ 

• The broadband market remains a duopofy. 96 percent of residential advanced-services lines 
are either cable or DSL.^^ 

• There are no viable 3*^ “pipe” competitors. 

o From June 2005 to June 2006 there were only 637 new broadband over powerHne (BPL) 
connections added, bringing the total to just over 5000 nationwide, or 0.008 percent of all 
U.S. broadband connections.^ 

o From December 2005 to June 2006 die number of advanced service satellite broadband 
connections DECREASED by 40 percent^^ 

o Mobile wireless broadband from cellular carriers enjoyed a rapid growth-rate in the last year. 
However, these connections remain slow and costly compared to wireline alternatives. They 
are not substitutable competitors with DSL and cable modem, but rather form a 
complementary’ market dominated by vertically -integrated firms with little incentive to 
cannibalize wireline market share. 

o The likelihood of solving the small btisiness broadband problem with a wireless third pipe is 
even more remote than the notion that residential wireline services will be replaced with 
wireless. The needs of small business for higjier speeds and symmetrical connections at 
affordable rates stand in direct contrast with the characteristics of asymmetrical, slow, 
expensive wireless connectivity 

This record of performance has not positioned us well in the race for global competitiveness — 

with all of the economic and social benefits at stake. According to the OECD, the U.S. is 15* 

among the 30 member nations in broadband penetration, la^;ing behind the acknowledged world 


“Piigh-Speed Services for Internet Access as of June 30, 2006,” Industry Analysis and Technology Division, Wireline 
Competition Bureau, Federal Communications Commission.; calculated assuming one line per household, based on 
July 1 2006 Census household estimates. 

^Ibid. 

23 Ibid 
^^Ibid 
25 Ibid 
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leaders, the Netherlands and South Korea, but also Canada and all of Scandinavia.^'^ The 
International Telecommunication Union (ITU), evaluating a larger number of cotmtries than the 
OECD, places the U.S. at A separate ITU study measuring a variety of factors in the Digital 
Opportunity Index, places the U.S. at 21®*.“ The consequences of la^juig performance are severe. 

Current Policy Debates Affecting Small Business Broadband Market 

Buried in the arcane world of telecommunications r^;ulatory policy are a number of issues that have 
enormous bearing on the quality, price and competitive availability of business-class broadband 
connections. For example, the FCC is currently mired in debates over three technical regulatory 
proceedings: special access regulation, forbearance petitions on unbundling and interconnection 
requirements, and the retirement of copper wire facilities by incumbent telephone companies. What 
does diis mean for small business? 

The special access debate centers on the prices that incumbent network owners charge to 
competitive service providers to transport and terminate the aggregated traffic from the competitive 
last-mile networks. Incumbent Local Exchan^ Carriers (ILEQ are pushing to deregulate pricing of 
their monopoly infrastructure. CLECs, wireless telecommunications providers (e.g. Sprint/Nextel, 
T-Mobile), cable companies and municipal broadband providers all pay special access rates to the 
incumbent networks (usually Bell companies) that own the backbone of the Internet and the 
regional networks that carry traffic to the backbone. These competitors are arguing that prices 
should continue at rates that permit competition. Generally speaking, the higgler the rates are for 
special access, the higher the prices are for consumers of telecommunications services from these 
kinds of competitive service providers, since the costs the competitors pay to the incumbents must 
be passed along to consumers. Since CLECs disproportionately serve the business market, this 
debate is highly significant for the future of small business connectivity. Special access rates will play 
a huge role in determining the cost and availability of T-1 or better classes of business broadband 
service. 

The market is hardly unprofitable for the incumbents. According to Sprint/Nextel*s 
testimony before the Senate Commerce Committee in 2006: “Just last year ATT/SBC earned a rate 
of return of 92 percent on its special access services; BellSouth earned nearly 98 percent.*’^^ In 2005- 
2006, the special access market was a $16 billion business. Over 80 percent of this revenue went to 
Verizon and AT&T. The profit margin in this sector was between 50 and 100 percent. These 
monopoly rents stand in stark contrast next to the FCC’s authorized rate for rate-of-retum carriers, 
11.25 percent. Clearly, there is little competition in special access.^ The Government 
Accountability Office (GAO) confirms this finding in the markeq>iace, reporting on its study of 
telecommunications companies providing service to business districts: “Data on the presence of 
competitors in commercial buildings surest that competitors are serving, on average, less than 6 
percent of the buildings with demand for dedicated access in these areas. For buildings with higher 


Organization for Economic Cooperation and Development (OECD), ”OECD Broadband Statistics to June 2006,” 
October 13, 2006, Available at http: / / www.oecd.org/ sti/ ict/broadband 
http://www.itxi.int/ITLJ-D/ict/statistics/at glance/top20 broad 2005iitml 
2® World Information Society Report, August 2006, 

http://wwwitu.in,t/osg/spu/publicatiQas/worldlnformatioosocicty/2Q06/wisr-web.pdf 
2^ Testimony of Robert S. Foosanex, Senior Vice President — Government Affairs, Sprint Nextel Corporation before 
U.S. Senate Committee on Commerce, Science and Transportation, June 13, 2006. 

^ Sprint Nextel Corporation Comments to the Federal Communication Commission, May 16, 2007, Docket No. 07-45. 
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levels of demand, fadlities-based competition is more moderate, with 15 to 25 percent of buildings 
showing competitive alternatives, depending on liie level of demand.”^^ 

In addition, the incumbent providers have tiled numerous forbearance petitions at the FCC 
regarding various regulations that, among other things, control special access rates and require 
wholesaling of network elements to CLECs. They seek forbearance ~ meaning they are requesting 
the FCC simply decline to enforce the rules that govern them — in order to undo the regulations that 
create competitors in their markets. Business class services are the primary arena of dispute, once 
again casting a direct line of influence on small business customers. If the incumbents are granted 
forbearance from the rules, the rates for small businesses seeking first class broadband service could 
increase very substantially. The competitive pressures that have exerted what little pressure exists on 
pricing will be gone. 

Finally, there is a hot debate over what is known as “copper retirement.” According to 
numerous press reports and the complaints of the CLECs, incumbent telephone companies (notably 
Verizon) are decommissioning or even cutting the copper wire when they install new fiber-optic 
lines into a neighborhood.^^ The result is that the CLECs that were paying Verizon to use those 
lines are now unable to compete in that market. They cannot reach their customers! Verizon claims 
that it is unacceptable to ask them to run two networks — a fiber and a copper network. However, 
in the likely event competitors will run the networks, they need to buy or lease them intact, not inert 
and useless in the ground. Beyond the importance of maintaining competitive markets, these wires 
should not be Verizon’s to retire. They have been paid for many times over by the rate paying 
public. They have also been fully depreciated through tax incentives for the Bell companies. And, 
of course, they are laid on the public’s rights-of-way. Once again, the competitive service providers 
that are losing out in this debate are the industry that specializes in business class broadband 
services. 

These issues carry a great deal of importance for the future of small business broadband 
competition. They are often considered independent of the larger focus of the Congress on pro- 
competitive broadband policy and the goals of increasing speeds and lowering costs by triggering 
market forces. But they are tied to that mission. If each of these debates results in the reduction of 
competition, they will weigh down and inhibit the progress toward a better broadband marketplace 
for small business, further reducing global competitiveness across the economy. 

Policy Agenda to Address the Broadband Problem for Small Business 

Qearly, there is a strong need to address our growing broadband problems. Perhaps nowhere is the 
urgency more pressing than in the small business marketplace. Most of our small businesses are not 
buying the services best suited to them because of cost, even as their global competitors race ahead. 
Even if we correct course immediately, it will take years to undue the damage. 

The first step is establishing a serious national broadband policy. Currently, we are “the only 
industrialized state without an explicit national policy for promoting broadband.”^^ According to 
FCC Commissioner Michael Copps: “We recently got a commitment on a goal, on an objective. But 


See findings: United States Government Accountability Office, ‘TCC Needs to Improve Its Ability to Monitor and 
Determine the Extent of Competition in Dedicated Access Services,” GAO-07-80, November 2006. 

^ See for example: Ed Gubbins, “CLECs protest copper retirement,” Ttl^bony Online, May 21, 2007, Available at: 
http://telephnny 9 nlini°.rnn^/tnap-/fplpfnrp decs protest copper/ 

Thomas Blcha. “Down to the Wire.” Forei^ Affairr, May/June 2005. 
http://ww.foreignaffaijrs.org/20Q505Qlfae^ay84311/thQmas-bleha/down-tQrlhe-wire.html 
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an objective and a strategy are two vastly dissimilar things/*^ The key problem is that U.S. 
broadband policies have not engaged free market competition, choosing instead to deregulate 
incumbents and wait for the elusive intermodal competition of wireless and BPL to come along and 
challenge the stagnant duopoly of DSL and cable. This policy will not work for the residential 
market — where redundant infrastructures have brought complimentary, not substitute, broadband 
services. This policy ^a««o/work for the business market, where the most suitable services are only 
available on a single network. Small businesses that buy either consumer or business class 
broadband will rise and fall in the global marketplace based on the number of choices they have for 
broadband and the price per unit of speed. 

We need to identify our goals for the small business broadband market and work backward 
to find the right policies. We suggest goals that address our shortfalls in each of the three major 
indices of broadband performance: availability, price and value (cost per unit of speed). 

Goal #1 -- Establish universal availability of business-class broadband services 

Goal #2 ” Lower barriers to market entry for competitive ISPs — stimulating market forces to drive 
prices dotwi and speeds up 

Goal #3 " Stabilfre the market conditions that will permit small businesses to move out of the 
consumer-grade broadband market and subscribe to affordable, business-class services. 

To regain global leadership in broadband and maximize the social benefits of a network 
economy, we need to establish a framework that supports an evolving communications 
infrastructure that will ultimately provide 100 Mbps of symmetrical connectivity to small business in 
America in the next decade. This is the standard that has already been reached by the world’s 
leading broadband nations. We have no time to lose. 

To achieve the goal, we will need vigorous, multimodal competition — that is, competition 
between delivery platforms (e.g. DSL, cable, and wireless) as well as competition within delivery 
platforms (e.g. multiple ISPs offering T-1 service in a market). We cannot and should not bet our 
digital future on one form of competition. These competition poEdes will provide healthier markets 
for small business consumers of broadband as well as prompt the emergence of smaE business ISPs 
carving out sectors of the market for their own innovative offerings. 

We should also ensure that the content/applications market that sits adjacent to the 
connectivity/ access market also retains maximum competitiveness. Through network neutraUty 
rules, we can preclude market power in network ownership from distorting the market for Internet 
content. This will maximize innovation among small businesses in the content and services market, 
stimulating greater investment and job growth in the sector. It will also ensure that small businesses 
compete on a level playing field with large businesses. To realize these goals, we will need to 
estabEsh a national broadband poEcy framework that is comprehensive and aggressive in pursuit of 
market competition and advanced network capabiEties. 

Stu^ the Problem 

We should begin by addressing our data problems. This Committee should press the SBA to 
conduct furdier studies in conjunction with the FCC on the small business market. There is no 


Jim Hu, “Why Our Broadband Policy’s Still a Mess,” CNet, February 28, 2005, Available at: 
http:/ /www.news.com/Why-our-broadband-policys-stiU-a-mess/2Q08-1034 3-5590929.html 
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Specific information at any federal agency on small business connections in the U.S., which inhibits 
our ability to craft the right policies. We should also study the international competitiveness of our 
small businesses, focusing on ways we can bridge the technology gap to the world leaders. 

We should study the cost and feasibility of broadband technologies. We do not have reliable 
cost estimates for deploying different technologies to meet the needs of business broadband users. 
For years, we have heard that technologies like BPL and satellite wireless broadband were inches 
from transforming the marketplace. Yet we did not study these issues sufficiently to determine that 
those estimates were overblown and unrealistic. A paucity of information has led us to false 
expectations and delay, distracting fcom the need to seek out the necessary data points to make 
policy. 

To do all of this effectively, we needed better data in general. We need to know at a granular 
level — block by block — where broadband service is available and where it is not. But we must go 
beyond that. We must collect information about the price and speed of connections as welL Witiiout 
this information, we cannot quickly identify the gaps in the service market and remedy market 
failures that hold prices high and service quality low. 

Programs like ConnectKentucky represent a valuable model to consider for federal policy — 
particularly in its focus on working with local communities. The ConnectKentucky model has much 
in it to recommend. In particular, the combination of teams of local stakeholders with localized 
broadband data collection is a useful method to a^regate market demand and attract the 
cooperation of broadband carriers. This brand of on-the-ground needs assessment is a very useful 
innovation in the sector — ^though it does raise perplexmg questions about the quaKty of the carriers’ 
own market research. 

However, there are limitations with the ConnectKentucky model. The data the program 
collects is exclusively proprietary. This means that the information about deployment in different 
geographic areas cannot be used by researchers, business leaders and policymakers to further inform 
policy and investment decisions. Further, the program does not collect information about price and 
speed of broadband connections. This is a significant limitation. It is particularly problematic in 
areas which are not wholly unserved but nonetheless have low broadband penetration rates. Finally, 
if programs like ConnectKentucky were to be instituted nationwide on a state by state basis, the 
information collected that can be made public would not be comparable between states and the 
insights from a bi^er picture analysis would be unavailable. 

Enact Multi-Modal Competition Volig 

The problems in the marketplace will not be solved by tweaking around the edges; nor will they be 
solved by enacting policies that are subsidies of status-quo, incumbent business models. We need to 
reject the conventional political wisdom of complacent incrementalism and embrace a policy inquiry 
into all the possible options for putting our broadband fiiture back on track. Now is not the time to 
make artificial declarations tiiat some ideas are off the table and narrowly focus on particular 
proposals. No one policy idea is the silver bullet. It will require many different initiatives aimed at 
different levels of die broadband market to accomplish our goals. In short, it must be “multimodal” 
— by which we mean that it must foster competition both within and between broadband technology 
markets. 

We present here an outline that may serve as a blueprint of ideas for a national broadband 
policy that serves the interests of small business. We would encourage other stakeholders to offer 
the Committee similar, comprehensive proposals for consideration. To simplify for present 
purposes, the broadband market can be understood as two separate arenas: 1) a physical connection 
to the Internet and the technologies used to transmit information over the network; and 2) the 
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applications and content delivered via that Internet connection and the devices used to receive them. 
We can and should target broadband policy in both layers of the network to maximize the 
productivity of both markets. 

Policies for the Physical Layer 

Given the dearth of small businesses that subscribe to symmetrical, dedicated broadband 
connections, the first policy priority must be expanding the reach, capacity, competitiveness and 
efficiency of our networks to serve small business customers. In turn, these networks support the 
spread of advanced Internet applications that cany the nation’s growing e-commerce business. 

^ Reasonable and nondiscriminatory interconnection between fadlities-based providers -- Since 
the Internet is nothing more than a global network of interconnected private and public 
networks, it is imperative that each interconnects with one another to maximize the efficiency 
and utility of the overall network. This policy is central to the revitalization of a competitive 
marketplace for business-class broadband services. 

^ Reintroduce intramodal competition into the broadband market — Though recent FCC decisions 
have moved away firom this model of competition policy, it is imperative that it is not abolished. 
Intramodal competition through open access to network infrastructure has been the cornerstone 
of international broadband successes. Forbearance petitions seeking to circumvent these rules at 
the FCC should be denied. 

^ Pro-competitive regulations for special access telecommunications connections — The 
incumbent networks must not be permitted to price all competition out of the market and 
destroy what little remains of the competitive ISP industry. Forbearance petitions at the FCC 
seeking to circumvent undermine competition in the special access market should be denied. 

^ Allocation of licensed public spectrum aimed at creating wireless broadband competitors that are 
independent of wireline incumbents and offer capacity on a wholesale basis. 

> Expansion of unlicensed public spectrum into lower fiequencies by opening up the unassigned 
television channels (also known as “white spaces”) for wireless broadband. We recommend the 
Kerry-Smith bill, S. 234. 

^ Reform and transition the federal universal service programs firom dial-tone to broadband — We 
should move our valuable Universal Service Fund (US^ programs into the 21“ century with 
targeted subsidies and accountability benchmarks to support broadband deployment in high-cost 
areas. 

^ Explore financial incentives to expand broadband edacity in the last mile — Successful policies 
overseas have included direct government investment in wiring public facilities, low-interest 
loans for public and private broadband projects, tax incentives for networking equipment, 
accelerated depreciation, debt guarantees and other targeted investments in our digital future.^ 


Gross, op. cit. 
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^ Authori 2 e and protect the right of local governments to provide broadband services — 

MunicipaHties have led the charge in recent years to fill gaps in the broadband market and build 
services that exceed those offered by commercial incumbents. This effort to bring competition 
and innovation to the marketplace should be aicouraged. We recommend the Lautenberg- 
McCain biU, S. 1853. 

^ Collect data and map the broadband market on an ongoing basis — We cannot solve problems 
that we do not understand. Our current state of broadband data collection is unacceptable. 

FCC should be instructed to collect more granular information on service as well as price and 
speed data on all broadband connections. Programs should be initiated to specifically study the 
small business market. We recommend the Inouye data collection bill, S. 1492, which has 
recently passed out of the Senate Commerce Committee. 

Polices for the Applications Layer 

The applications layer, in this analysis, refers to the marketplace for content, applications, services 
and devices that flow over, or connect to, the Internet. This economic space at the “edge” of the 
network architecture has been a remarkable engine of e<x)nomic growth in the small business sector 
in the last decade. Innovators and entrepreneurs should have not barriers to entry to sell their ideas. 
We need an absolutely free market, absent any gatekeepers. Policies aimed at the application layer 
should recognixe its centrality to the economic and democratic health of the nation. 

^ Network Neutrality should be established as the cornerstone of broadband policy — We should 
protect an open market for speech and commerce on the Internet for consumers, citizens and 
businesses alike. To do this, we should apply nondiscrimination safeguards to the broadband 
ramps leading onto the Internet that prohibit owners of the physical layer of the network from 
gate-keeping the applications layer of the network. We recommend the Dorgan-Snowe bill, S. 
215. 

> Carterphone rules should apply to the wireless broadband platform — We should recognize and 
remedy the contradictions in fostering an open market for wireless broadband on a platform 
emerging from the closed networks of cellular telephony. The walled garden of the personal 
communications service (PCS) world should not be permitted to cripple the potential of mobile 
wireless broadband. All devices, applications and services that do not harm the network should 
be permitted access. 

^ Facilitate ongoing research into network traffic and data management — The dearth of 

information about what is happening on the Internet cripples our efforts to address some of the 
most pressing problems in the application layer spam, cyber-security, privacy and traffic 
management. Policymakers should seek to make available the tools researchers need to provide 
the best available answers to these problems. 

Conclusion 

The broadband problems in the U.S -- and the small business broadband problem in particular -- are 
urgently in need of redress. If we watch and wait, trusting that today’s artificially constrained 
marketplace will magically solve market failures, we will see the U.S. slip farther behind the rest of 
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the world and widen the digital divide -- both domestically and internationally. The consequences 
are too severe to permit. Even if we reversed engines today, it would take years to catch up to the 
world’s leading broadband nations. 

The way forward is clear, it simply requires the political will to recognize the problem and 
address it with swift and comprehensive policy change. Broadband is now well understood to be a 
driver of economic growth and an essential part of a healthy small business sector. Yet the lack of 
competition in the broadband market is so severe that most small businesses are unable to purchase 
the kind of broadband service most suited to advance their competitive interests. Many small 
businesses — especially in rural areas — do not have connectivity at all. Meanwhile, the gap to our 
global competitors is widening across the board. The losses we are incurring as a result of the status 
quo are measured in billions of dollars. 

In spite of these harsh realities, we still lack a comprehensive national broadband policy. If 
anything, our current policies are headed in the wrong direction. The incumbent network owners 
are busy pressuring the FCC to permit them to sweep away the last free market policies on the 
books and crush what little competition remains. If they are successful, the only market forces 
exerting downward pressure on the prices for business class broadband service will disappear. As 
global broadband markets are flooding with competitive offerings, ours are contracting. 

Perversely, the proposals of the incumbents also include dismantling the open, neutral 
marketplace for commercial applications to squeeze out higher revenues at the expense of new 
innovators. The result in the value chain will be a resounding net loss. This is robbing Peter to pay 
Paul. We must reject the argument that an open Internet and a high capacity network are mutually 
exclusive goals. We must have both for our information marketplace to prosper. Nowhere is this 
truer than for American small business. 

The first step on the road to broadband recovery is understanding the problem. We must 
rectify the deplorable state of data collection in the broadband market. V^at we do not know 
undercuts our ability to craft and target viable solutions. Armed with the right information, the 
Congress should move forward with a comprehensive national broadband policy. This should be a 
broad platform of initiatives that addresses the complexity of the issue and maximizes our chances 
for near and long term success. The focus of these policies should be: 1) enhancing competition 
between and within the technologies that deliver broadband connectivity; 2) protecting competition 
and speech in the content flowing over the Internet; 3) expanding opportunities to bring new 
broadband providers to the market using new technologies; 4) using targeted economic incentives to 
stimulate investment in underserved areas; 5) promoting a permanent research agenda that facilitates 
the collection of data in the market and on the network. We look forward to working with the 
Committee to support these productive goals. 

^ Free Press is a national, nonpartisan organization with over 350,000 members working to increase informed public 
participation in media and communications policy debates. 

2 Consumers Union is a nonprofit membership organization chartered in 1936 under the laws of the state of New 
York to provide consumers with information, education and counsel about good, services, health and personal finance, 
and to initiate and cooperate with individual and grov^ efforts to maintain and enhance the quality of life for consumers. 
Consumers Union's income is solely derived from the sale of Consumn Report, its other publications and from 
noncommercial contributions, grants and fees. In addition to reports on Consumers Union's own product testing, 
Consumer R^orts with more than 5 million paid circulation, regularly, carries articles on health, product safety, 
marketplace ecouomics and legislative, judicial and regulatory actions which affect consumer welfare. Consumers 
Union's puhlications carry no advertising and receive no commercial support. 

^ The Consumer Federation of America is the nation’s largest consumer advocacy group, composed of over 280 
state and local affiliates representing consumer, senior, citizen, low-income, labor, farm, public power and cooperative 
organizations, with more than 50 million individual members. 
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Chairman Kerry. Ben, thank you very much. A quick comment: 
I posted a hlog this morning on Free Press and there were very 
thoughtful responses. I think there are about 72 at this moment. 
I am going to put this in the record, the responses that came in, 
and Senator Snowe, I will get a copy to you, but they are really 
thoughtful with a lot of folks raising questions about whether or 
not you should treat this as a public utility, all of them appalled 
by the lack of competition, the lack of access, suggesting ways in 
which we might be able to get it. So thank you for the testimony. 
It is very important and we appreciate it. 

[Response to Senator Kerry’s blog appears in the appendix on 
page 137.] 

Mr. Mefford, welcome. 

STATEMENT OF BRIAN MEFFORD, PRESIDENT AND CHIEF EX- 
ECUTIVE OFFICER, CONNECTED NATION, BOWLING GREEN, 

KENTUCKY 

Mr. Mefford. Chairman Kerry, Ranking Member Snowe, thank 
you for the opportunity to be with you today. I appreciate the invi- 
tation. 

I want to begin my testimony with a bit of a story that rep- 
resents what we are seeing in Kentucky and what the types of op- 
portunities are that are all about us as Kentucky has moved close 
to ubiquitous broadband coverage. It is the story of an entre- 
preneur named Kamren Colson who grew up in the “Burley Belt” 
of Central Kentucky, and like too many Kentuckians, after he grad- 
uated from college, couldn’t find opportunities near home, and 
moved to a place that was more conducive to the creative class. 

He began a graphic design company and operated that company 
for a few years and then decided around 2004 or 2005 that he was 
going to push the broadband envelope — this whole technology op- 
portunity — and so he said, I have this family farm that I grew up 
on in Kentucky and we don’t raise tobacco anymore and it is just 
kind of sitting there. And so he said, I am going to relocate my 
business to Central Kentucky. And he said, with broadband tech- 
nology, I can connect to my potential clients — my clients — just as 
easy as I can from a downtown business center. 

And so he did that. About a year after moving to Kentucky, he 
and his business won the account for creating the 2006 Academy 
Awards program and all the additional promotional assets for the 
Academy Awards. So from a former tobacco field in Central Ken- 
tucky, this creative design services firm was operating back and 
forth with folks in Los Angeles as if they were down the hall from 
the Academy. The Academy reported that it was no different. They 
said they didn’t even realize that he was in another State and it 
was just like he was down the hall. 

That is not an isolated example, but rather an illustration of 
what is happening throughout Kentucky as we move closer to 100- 
percent broadband coverage. And I will tell you that based on the 
broadband that was deployed in 2005 alone, Kentucky has saved 
or created 59,000 jobs. In the technology sector, in the last 2 V 2 
years, Kentucky has created about 18,400 jobs. In the IT sector, 
specifically, that represents a reversal. Previous to these broadband 
efforts, Kentucky was bleeding IT jobs at a rate of about 6.4 per- 
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cent per year. In the last 2 years, we have seen a 4.1 percent in- 
crease. 

And so that is something that the State is proud of and some- 
thing that Connected Nation is proud to be a part of as we take 
this model from State to State, as it is highly transferrable, and 
we are seeing some early results mirror those Kentucky results in 
the other States we are in. 

When we started in Kentucky 3 years ago, about 60 percent of 
households had the ability to access broadband. Today, right at 
about 95 percent of households have the ability to access 
broadband. Equally important, I would tell you, Mr. Chairman, and 
you point this out in your blog post with Free Press, that on the 
demand side — where we need to really pay attention — we have had 
an 82 percent increase in folks who are actually using the 
broadband once it is available. 

And so as we designed the plan that we have put in place in 
Kentucky and now in other States like Tennessee and West Vir- 
ginia, it was with the needs of small business in mind. We looked 
at the challenges facing small business, and as we all know, so 
many of the challenges that are faced by entrepreneurs and small 
businesses are related to isolation. That is so often the reason that 
they fail. They are either isolated because of their relative size or 
they are isolated because of their location, isolated from capital or 
isolated from their potential customers, from market intelligence. 

And so we realized that broadband can fix these things, but we 
also realized that in rural areas, rural States like Kentucky, that 
problem is two-fold. And so we said we have to help our small busi- 
nesses. We have to equip, or we have to improve our education pro- 
viders, our health care providers, and so we developed this plan 
that was based on a dual approach, a dual focus on both supply 
and demand. 

And so we started out with a map where all providers cooperated 
and gave us their specific service-level data so that we could under- 
stand where those gaps existed, and so then we could drill down 
into those unserved areas and help providers understand what the 
market opportunities were in those unserved areas. 

At the same time, we worked at the grassroots level. We do work 
now at the grassroots level with communities and helping build 
awareness of what are the opportunities related to broadband, why 
should we be subscribing, and as you point out, Mr. Chairman, that 
is not a hard sell. These rural communities understand the oppor- 
tunities associated with broadband. 

Bringing those two together, we identify those opportunities for 
providers. We raise interest, raise awareness, aggregate demand lo- 
cally. And so we have seen providers recognize those local market 
opportunities and invest at a rate over the past 3 years in Ken- 
tucky that equates to about $700 million in private sector invest- 
ment. That is an amount that is unprecedented in Kentucky. 

And so as we look at the impact, the impact is certainly profound 
across consumers, across businesses. We see in our business sector 
when you look at businesses that subscribe to broadband, their rev- 
enues are about four times that of businesses that don’t subscribe 
to broadband. Consumers report that they are saving literally bil- 
lions of dollars a year based on their use of broadband. 
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And so to your question earlier, as I am wrapping up here, I 
would tell you that there are a couple of pieces of legislation that 
are on the table right now. I would mention Senator Durbin’s Con- 
nect the Nation Act, which also shares many similarities with Sen- 
ator Inouye’s bill which passed unanimously out of committee, S. 
1492, which I appreciate the Chair and the Ranking Member’s sup- 
port on that bill, particularly. 

I would say that one of the best things that the Senate could do 
at this point is to make sure that that bill reaches the desk of the 
President, and that would enable States to replicate the things that 
Connected Nation is doing across the country today. 

Thank you, Mr. Chairman. 

[The prepared statement of Mr. Mefiford follows:] 
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Chairman Kerry, Ranking Member Snowe, and Members of the Committee: 

Thank you for the opportunity to speak with you today regarding the important 
relationship between broadband Internet and the ability of American entrepreneurs 
and small businesses to compete in the global economy. 

Entrepreneurs and small businesses too often fail in America due to numerous 
reasons, many of which can be linked to their relative isolation. For those who are 
working in rural areas, the risks associated with isolation are a double threat; 

• Capital is difficult to acquire because they are isolated from fund sources; 

• Workers are difficult to find and hire because the demands of the business 
and the cost of overhead result in relative isolation; 

• An entrepreneur’s market position relative to established competitors 
creates something similar to product and service isolation - making it more 
costly to bring products to market and promote them once they are there; 

• Entrepreneurs and small businesses can be isolated from market 
intelligence and research that otherwise provides a competitive advantage 
to larger more established companies who are better able to identify 
customers and target products, services and messages; and 

• Finally, with relatively limited resources, American small businesses can be 
isolated from their own potential customers, unable to spend the dollars 
necessary to connect with and communicate to those around the world who 
would otherwise buy their products and services. 

Of course, the Internet changes all of this. Broadband Internet practically 
eliminates the significance of distance, allowing small businesses to break the 
isolation barriers that have historically placed them at a competitive disadvantage 
from inception. 

With a broadband connection, American business owners can connect literally to 
the world’s resources regardless of physical location - as easily as their larger 
competitors. 

• They can more easily connect with capital resources; 

• They can connect to and employ workers regardless of how far apart those 
workers may be physically; 

• Entrepreneurs can bring products and services to market through online 
resources that provide a global storefront; 

• They have equal access to the same quantity and quality of market 
intelligence; and 

• They can identify, connect with, and communicate to customers anywhere 
in the world. 

Connected Nation is a national non-profit that is dedicated to increasing access to 
and use of broadband in America so that individuals and businesses are better 
equipped to compete in the global economy. At the state level, we create public- 
private partnerships that bring together the providers of telecom services and 
information technology companies with policy makers, local leaders and the 
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consumers of technology to identify the best path to accelerating the availability 
and use of technology in all local communities. 

Connected Nation’s proof of concept project, ConnectKentucky, has provided 
dramatic results that are now being emulated by Connected Nation in other states 
across the country, including most recently in Tennessee and West Virginia. 

• When we began in Kentucky three years ago only 60% of homes could access 
broadband. Today, 95% have the ability to connect and Kentucky is on track to 
have 100% broadband availability by the end of this year; 

• Home broadband use has grown dramatically by 82%, encouraging private 
providers to continue their investments in infrastructure statewide; 

• Over the last three years, more than 18,400 total technology jobs have been 
created in Kentucky. In the IT sector alone, Kentucky jobs have grown at a rate 
four times the national growth rate, representing a reversal from years prior to 
the ConnectKentucky initiative, when jobs were bleeding out at a decline rate 
of 6.1%; 

• Representing a reversal of the all-too-common rural “brain drain”, 96% of 
Kentuckians who graduate from college remain in Kentucky to live, work and 
raise their families. 

• Kentucky’s broadband users estimate they save a total of $1 billion per year; 
save 230 million hours per year; drive 1 billion fewer miles per year; and report 
being healthier and better educated as a result of having broadband access; 

• Today in Kentucky entrepreneurs are thriving; small businesses are finding an 
environment ripe for growth; and rural communities are finding ways to 
diversify and provide attractive opportunities for their children. 

These metrics represent a technology turn-around for the Commonwealth of 
Kentucky. Three short years ago, Kentucky could be found listed at the bottom of 
nearly every technology-based ranking or new economy index. However, in 2004, 
we began working aggressively through our public-private partnership to reverse 
these trends creating a friendly environment for families and businesses eager to 
excel in the global economy. 

We identified that Kentucky’s broadband challenge (consistent with the nation’s 
challenge) is not simply an issue related to the supply of broadband but one also 
connected to the demand or the use of broadband and related technology. With 
that understanding, we outlined a course of action that would both enhance the 
availability of broadband while also dramatically increasing the number of homes 
and businesses using computers with broadband connections. 

First, we established a map-based inventory of all the areas broadband did and 
did not exist. This inventory was completed through the cooperation of providers 
who submitted data pertaining to where exactly their broadband services were 
available. This physical service-level data resulted in an extremely accurate 
picture of the gaps that existed in broadband service availability. 

Once the gaps were identified, we were able to drill down into those unserved 
areas by gathering additional market intelligence that would bolster the case for 
providers to extend their services; these data include household density, planned 
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development and other factors such as likelihood that a critical mass would 
subscribe to broadband service once available. 

In conjunction with this “supply side” work, ConnectKentucky also began working 
locally in each of Kentucky’s 120 counties on the “demand side” to create 
“eCommunity Leadership teams” to identify and generate demand for technology 
across multiple sectors, including: local government, business, education, 
healthcare, agriculture, libraries, tourism and non-government organizations. By 
creating “locally-owned” technology strategic plans, ConnectKentucky was able to 
deliver additional market-based motivation to would-be providers potentially 
interested in deploying broadband service in the community. 

This dual focus model has worked in rural Kentucky and we’re seeing early 
progress mirrored in other states where Connected Nation has launched similar 
programs. Today in Kentucky nearly 100% of households have the ability to 
access broadband which means that, regardless of their physical location, 
Kentucky entrepreneurs and small business owners are able to connect to the 
global economy using broadband. 

The case is perhaps best illustrated through the story of a Kentucky small 
business owner named Kamren Colson. As a Kentucky expatriate operating a 
graphics design firm out of state. Kamren decided to push the envelope related to 
the promises of broadband technology. Historically, Kamren’s family had farmed in 
the “Burley Belf of central Kentucky and still owned several acres of land formerly 
used to raise tobacco. Kamren looked at that piece of land, considered the 
broadband technology that was available, and decided to relocate his company’s 
headquarters to the serene and rolling Kentucky countryside. With his new 
business location and a broadband connection. Kamren’s business successfully 
pursued the contract to create and produce promotional pieces for the 2006 
Academy Awards in California. 

Executives from the Academy reported they never really considered the fact that 
Kamren and his staff weren’t actually “just down the hall" working with them 
collaboratively. The technology ensured seamless interaction as the two groups 
collaborated on promotional assets - trading files and ideas ahead of production. 
With the brain power of Kamren and his staff, combined with the power of 
broadband technology, the significance of location was eliminated - the small 
business was able to work with Academy officials from a former cow pasture in 
Kentucky just as effectively had it been located down the hall in their Los Angeles 
office. 

For entrepreneurs and small business owners spread across rural America, the 
challenges are similar and so too are the opportunities. As broadband has become 
a critical element for success, our nation needs a comprehensive and common 
sense broadband plan that rewards the innovation of our private sector and 
creates an environment that is attractive for ongoing investment. 

I appreciate the opportunity to speak with you today on behalf of Connected 
Nation and I look forward to responding to your questions. 
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Chairman Kerry. Thank you very much for your thoughtful com- 
ments. 

Mr. Levin. 

STATEMENT OF DOUGLAS A. LEVIN, PRESIDENT AND CHIEF 

EXECUTIVE OFFICER, BLACK DUCK SOFTWARE, INC., WAL- 
THAM, MASSACHUSETTS 

Mr. Levin. Thank you, Chairman Kerry and Ranking Member 
Snowe. I am the CEO of a Boston area startup company and this 
particular issue of Internet access for small businesses is particu- 
larly poignant because I believe that small companies are impacted 
by this issue. Larger companies are, in effect, small telecommuni- 
cation companies. Companies that are publicly-held companies 
have infrastructure internally, private networks and other means 
by which to deliver their own infrastructure to their employees, as 
well as their customers and their partners. And so a small com- 
pany is impacted by this issue and I am going to give you a couple 
of examples in my testimony. 

I think that the global software industry is changing a great deal 
and it is impacting the U.S. software industries significantly be- 
cause one of the shifts in software delivery is software is a service 
which is highly dependent on the Internet and U.S. companies are 
operating at somewhat of a disadvantage in offering this new 
model of software as a service. 

Secondly, startups and small- and medium-sized software compa- 
nies have problems delivering their software and the data and var- 
ious other parts of their service offerings through conventional 
Internet connections. 

And finally, poor Internet connections in suburban areas and 
rural areas impact small companies because they can’t encourage 
telecommuters, their employees who are living in rural areas and 
need to commute in in the eventuality of snow or other issues. Poor 
Internet connections discourage this telecommuting. 

By way of background, I am a 27-year veteran of the software 
industry. I worked at Microsoft for around 9 years. I have been the 
CEO of a bunch of Internet startups in the Boston area and I am 
the CEO of Black Duck Software today. I also served on the Cable 
Monitoring Committee for the town of Brookline, Massachusetts, 
where we struggled to introduce two competitors into the market- 
place and get Internet access into a community with lots of Ph.D.s, 
but also lots of people who just demand the Internet access for 
their families as well as themselves. 

Black Duck Software was born out of the idea of realizing that 
corporations use the Internet as a collaboration medium. Today, we 
are backed by seven top-tier VC and we are headquartered in Wal- 
tham, Massachusetts, and have five offices across the country, as 
well as offices in Amsterdam and the United Kingdom. We employ 
81 people and we have 400 customers worldwide. 

The idea for Black Duck was born while I was lying on a beach 
in Cancun, Mexico, thinking about the problem of exchanging data 
across the Internet and getting developers to be highly productive. 
And the reason why I mention that is because inspiration can come 
in all different ways at different places, and to have universal 
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Internet access is a very important thing in the genesis phase of 
an entrepreneurial endeavor. 

With respect to the changing model of the software industry, 
software as a service promises to deliver software applications over 
the Internet inexpensively for small businesses, as well as large 
businesses and at a fraction of the cost of the conventional applica- 
tions. It offers a big advantage for small companies and where they 
can save money, especially on IT infrastructure. Software as a serv- 
ice, however, is Internet intensive, and in the United States today, 
this is holding back the expansion of software as a service because 
in some areas of the country, there are people who literally cannot 
get these applications through their local pipes. 

A second issue for Black Duck is we offer lots and lots of updates 
to our software through the Internet and some of those updates 
come in the form of software and some of it comes through data. 
But in either case, we are constantly updating our software, and 
we need high-speed Internet services to deliver them. Our competi- 
tors, who do not have as advanced applications as we do, do it over 
the Internet. Their applications are smaller. Our applications, be- 
cause they are so robust, have to be delivered sometimes via the 
U.S. mail instead of the Internet. This is sometimes hard to com- 
prehend when we are sitting in meetings, but it is a fundamental 
thing that very advanced technology businesses in the United 
States are operating at a competitive disadvantage, and you can 
see it pragmatically day to day in the business when we talk about 
costs and we talk about delivery and customers. 

Chairman Kerry. Is that because of the speed or the volume and 
size? 

Mr. Levin. It is both. 

Chairman Kerry. Both? 

Mr. Levin. The pipes are not big enough and the speed is an 
issue. And by contrast, I could do this in Denmark [snapping of fin- 
gers] like that — in the middle of a field. In fact, they have an ad- 
vertisement where they talk about in rural areas of Denmark you 
can get 10 gigabytes downloaded to you in the middle of a field. 

Poor Internet capabilities in suburban and rural areas make it 
very difficult for American companies also for this telecommuting 
issue. It is interesting to note that when I drive by Boston Col- 
lege — I live on Beacon Hill downtown — when I drive by Boston Col- 
lege, which is only a couple of miles away from downtown Boston, 
my services are not there. They are not available. When I go to the 
Berkshires for strategic offsites, which are 2 V 2 hours away from 
Boston, I don’t have Internet access. And this is in Boston, and 
Massachusetts is supposed one of the most advanced States in the 
country. 

Do we work around it? Absolutely, because we are entrepreneurs. 
However, it makes things more difficult and costly. 

So I would urge you to create a national broadband strategy that 
encourages the creation of a new generation of information super- 
highway for the new millennium. Thank you very much. 

[The prepared statement of Mr. Levin follows:] 
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blackduck 


Testimony Douglas A. Levin to 
United States Senate's Committee on 
Small Business & Entrepreneurship 
Wednesday, September 26, 2007 


Good morning Chairman Kerry, Ranking Member Snow, and other 
Senators. 

I'm pleased to be here to discuss, "Improving Internet Access to Help 
Small Business Compete in a Global Economy." 

There are many issues that are directly and indirectly connected to 
this subject. But, I would like to focus on three issues related to 
Internet access for small businesses competing in the global 
economy: 

1 . The global software industry is moving toward a bandwidth- 
intensive Software-as a-Service model. 

2. Startups, small and medium-sized software developers, find that 
it is difficult and expensive to deliver the latest software and 
data updates via today's conventional Internet connections. 
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3. Poor Internet capabilities in many suburban and rural areas 
make it difficult for American companies like ours to support 
telecommuters. 


But before I cover these three issues, let me give you some 
background about myself and my company. 

Black Duck Software - Background 

I am a 27-year veteran of the software industry. I started my career 
working for a government economic development agency in New 
York City, then I went to work on the Apple Macintosh development 
team. From 1987-1993 I worked at Microsoft Corporation in various 
roles. In the mid 1990s I managed a consulting firm, mostly doing 
projects for internet startups and telecommunications companies. I 
was the CEO for two Boston-area Internet startups before founding 
Black Duck Software, the company I am the CEO of today. 

You should also know that I served on the Cable Monitoring 
Committee for the Town of Brookline, Massachusetts from 1 997 to 
2001 helping to establish the town’s cable Internet access and other 
services. 

Black Duck Software was born when I realized that corporations 
could use the Internet as a collaboration medium for software 
development. In other words, I was convinced that companies 
could achieve greater productivity by building advanced software 
applications based on software components developed over the 
Internet in different locations. But these corporations had to track 
these code components, know their origins, and determine whether 
they were properly licensed. 
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I founded a company based on these ideas, and seven top-tier 
venture capitalists bought into my dream. Today, Black Duck 
Software is headquartered in Waltham, Massachusetts, and we have 
offices in five cities across the country, as well as in Amsterdam and 
the United Kingdom. We employ 81 great people, and we have 
almost 400 customers worldwide. 

How the Internet is driving economic development 

The Internet is empowering new businesses, new business models, 
and global competition. Black Duck Software is at the leading edge 
of delivering new technology, in new ways, to customers in the 
technology and enterprise markets. 

As I mentioned at the beginning of my testimony, there are three 
issues that Black Duck's customers face today that are directly 
impacted by the quality and availability of Internet access: 

1 . The global software industry is moving toward a bandwidth- 
intensive Sottware-as a-Serv;ce model. Software-as-a-Service 
promises to deliver software applications over the Internet. This 
new model enables small businesses to take advantage of 
sophisticated software applications at a fraction of the cost of 
conventional applications. Unlike conventional software, this 
Internet-based software is copied onto a computer's hard drive 
only when a customer needs it. 

One big advantage of Software-as-a-Service is that small 
businesses can save money because they don't need their own 
IT infrastructure. The software takes care of all that. With this 
new Software-as-a-Service model, small businesses can 
compete with larger businesses, and more easily and less 
expensively engage international competition as well. 
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The United States needs to be leading the way in Software-as- 
a-Service. But we can only do so if we hove enough internet 
capacity. If we don’f, we will be followers, watching India and 
Chino pass us by. 

The problem we face in fully executing the Software-os-o- 
Service model is the stability and speed of the Internet 
connection. Both these issues affect the user's experience and 
the software's performance. My company has a Softwore-os-a- 
Service offering, and our customers are impacted by these 
issues. 

2. If is difficult and expensive fo deliver our software and data 
updates via today's conventional Internet connections. 

Black Duck is constantly updating our software solutions for 
customers. We need high-speed Internet services in order to 
deliver our updates to customers. Some US customers of Black 
Duck force us to send updates via the US Postal Service 
because their Internet service is inadequate for our required 
download speed. By contrast, our competitors email their 
software updates over the Internet. As the most advanced 
technology solution in the marketplace today, Black Duck is 
sometimes held back by bad Internet services,” 

Furthermore, today’s advantage in software development is 
gained through taking pieces of software code located in 
various software repositories across the Internet and combining 
them into one software application. Everyone in the software 
development community today is doing this. It lowers the cost 
of development and enables information and data to be 
shared across partners, vendors and suppliers. This drives 
responsiveness to customers. But we need your help to drive 
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down the cost and availability of the next generation of 
Internet infrastructure. 

3. Poor Internet capabilities in many suburban and rural areas 
makes it difficult for American companies like ours to support 
telecommuters. 

By contrast, it is easier for people to telecommute in the 
Netherlands, Denmark and other countries. 

It is difficult to locate businesses or workers outside of locations 
close to major metropolitan areas, such as western 
Massachusetts. Lack of bandwidth makes collaboration much 
more challenging. 

Even in metropolitan areas, for example, the quality of human 
conversations (so-called Voice-over-IP) is quite low when made 
over an Internet connection. There are many gaps in the 
conversation due to data loss. 

In Denmark; Download speeds can be 30x faster and uploads 200x 
faster than the US for rural Internef access. 

The Internet is fueling innovafion around the world. It was developed 
here in the United States, and American companies like Google 
have become household names from Milan to Moscow and Bonn to 
Beijing, 

But other nations are catching up fast. They understand that their 
future economic prosperity depends on harnessing the power of the 
Internet to create new jobs for their people. So while they invest 
billions in infrastructure, America is in danger of falling behind. My 
point is that the health of the American economy depends in no 
small measure on the health of our Internet infrastructure. The jobs of 
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tomorrow depend on the technology decisions this august body 
makes today. 

President John F. Kennedy once challenged Americans to “take 
longer strides" and lead the world by putting a man on the moon - 
and we did it. Today I'd like to challenge you to take some longer 
strides of your own. I urge you to create a national broadband 
strategy that encourages the creation of a new generation of the 
information superhighway for a new millennium. 

We have the talent to lead the world in the 21 s* century. We have 
the ideas and a vision of a better world for our children and 
grandchildren that technology will help bring into being. We have 
the entrepreneurial wherewithal to continue to lead the world with 
new products, services and businesses. We need the conduit to get 
us there. 

Thank you again for the honor of addressing you today. 
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Chairman Kerry. Very helpful. Congratulations on what you are 
doing. 

That is a very interesting perspective for us to hear. 

Dr. Wallsten. 

STATEMENT OF DR. SCOTT WALLSTEN, SENIOR FELLOW AND 

DIRECTOR OF COMMUNICATIONS POLICY STUDIES, THE 

PROGRESS AND FREEDOM FOUNDATION, WASHINGTON, DC 

Dr. Wallsten. Mr. Chairman and Senator Snowe, thank you for 
inviting me here and giving me the opportunity to testify. I will 
make three points. 

First, there is not an overall U.S. broadband problem. Telephone, 
cable, and wireless companies are investing billions in new high- 
speed infrastructure. Consumers and businesses are adopting 
broadband at remarkable rates. 

Second, those who believe there is a problem advance proposals 
that sound appealing, but they don’t demonstrate that their pro- 
posals would actually benefit consumers and businesses. 

Third, despite substantial current investment, policies can still 
affect broadband’s growth. In particular, we need to collect better 
data that would allow us to rigorously analyze proposed policies 
and to remove arbitrary barriers to entry that continue to prevent 
the market from reaching its full competitive potential. Govern- 
ment could help achieve both goals. I will elaborate on those points. 

First, the sky isn’t falling. There is scant evidence of a U.S. 
broadband problem. Nearly half of all American households sub- 
scribe to high-speed Internet connections, more than twice as many 
as just a few years ago, and about 60 percent of businesses with 
fewer than 100 employees have broadband connections. 

Earlier this month, the National Federation of Independent Busi- 
nesses reported the results of a survey that asked members to state 
their most important problem. Broadband didn’t make that list. 

Internet service providers are investing in broadband infrastruc- 
ture at unprecedented rates. Cable countries are expected to invest 
about $15 billion this year upgrading their networks. Verizon alone 
is planning to spend $23 billion on its fiber optic network by 2010. 
By the second quarter of 2007, its fiber services were available to 
nearly 8 million homes and are expected to reach 9 million by the 
end of the year. Cellular mobile companies continue to upgrade and 
build high-speed networks while other firms are building out new 
wireless networks that offer coverage ranging from very local to na- 
tional. 

But supply is not the only factor that affects the state of 
broadband. Demand is also crucial in determining broadband pene- 
tration and speeds. I understand that some advocates think faster 
is always better. Like them, I live online and place a high value 
on a very fast connection. But not everyone has the same pref- 
erences that we do. Few small businesses, for example, download 
multiple movies every day or engage in bandwidth-intensive online 
gaming. Many people in small businesses are simply unwilling to 
pay more for higher speeds. That is why not everybody signs up for 
the fastest speed they can get. 

Those who believe the United States has a broadband problem 
claim that broadband speeds in the United States are much slower 
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than elsewhere. These claims are simply wrong. They are based on 
comparisons of advertised, not actual, speeds. According to 
speedtest.net, which has data from nearly 200 million unique speed 
tests of actual broadband connections around the world, the aver- 
age U.S. speed ranks about third or fourth globally. 

In short, the evidence contradicts the argument that there is too 
little investment in broadband infrastructure or that most con- 
sumers and small businesses are desperate for more. The impor- 
tant question is whether market failures or other obstacles hinder 
broadband investment, competition, and adoption by consumers 
and businesses. Because investment dollars are scarce and because 
policies have costs as well as benefits, we should analyze policies 
carefully and rigorously to ensure that their expected benefits ex- 
ceed their expected costs. Unfortunately, few proposals are accom- 
panied by analysis. 

For example, many who believe the United States has a 
broadband problem argue that France and Japan are doing well be- 
cause they require their biggest telecom companies to open their 
infrastructure to competing broadband providers. This regulation is 
known as unbundling, which is sort of like making Starbucks lease 
space and equipment to any free-lance barrista who stops by. But 
the truth is more subtle. France does not apply unbundling regula- 
tions to fiber optic lines, and in Japan, the regulated price for a 
firm to use the fiber is so high that essentially no company takes 
advantage of that regulation. Instead, the incumbent telephone 
company and the electric power utilities are building and operating 
fiber themselves. In other words, unbundling proponents point to 
Japan and France as models to emulate, but those countries have, 
for all practical purposes, not applied unbundling to the very type 
of infrastructure those proponents want to see here. 

As another example, some argue that expanding the Universal 
Service Fund to include broadband services might benefit small 
businesses. But expanding that fund is more likely to harm small 
businesses since they, like all other consumers, pay for universal 
expenditures through taxes on their own telecom services. That is 
why the National Federation of Independent Businesses argues 
strongly against increasing the fund. 

I do not, however, intend to imply that the market is perfect. We 
know that the overall positive picture of broadband in the United 
States can mask underserved geographic areas and socioeconomic 
groups. Data collection efforts should be targeted at identifying po- 
tential problems and at gathering the information necessary to 
evaluate whether proposed policies are likely to address them effec- 
tively. That is why models like Connect Kentucky are successful. 
They carefully identify areas where there might be a problem and 
help tailor specific solutions. 

In addition, certain regulations continue to make it more expen- 
sive than necessary for new companies to enter the market. For ex- 
ample, there is no economic justification for requiring a special li- 
cense or franchise to offer cable television services over broadband 
lines. 

And despite strong investment in wireless networks, hundreds of 
megahertz of spectrum remain unused or inefficiently used by the 
private sector and by the Government. Every day that spectrum re- 
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mains unavailable for high-value use represents a tremendous op- 
portunity cost, a significant loss to our economy. 

To conclude, let me reiterate that the key to good broadband pol- 
icy is careful analysis that attempts to identify market failures or 
artificial barriers suppressing broadband investment and adoption, 
followed by rigorous evaluation of whether proposed interventions 
are likely to yield net benefits. And precisely because the Internet 
is so important. Congress should be cautious and consider carefully 
interventions in this fast-changing industry to ensure that they do 
not unintentionally reduce incentives to invest in the very infra- 
structure we all believe is so important. Thank you. 

[The prepared statement of Dr. Wallsten follows:] 
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Statement of Scott Wallsten, Ph.D. 

Senior Fellow and Director of Communications Policy Studies 
The Progress & Freedom Foundation 

Communications, Broadband and Competitiveness 
Before the 

Committee on Small Business and Entrepreneurship 
U.S. Senate 

September 26, 2007 

Mr. Chairman and members of the Committee, thank you for inviting me 
here and giving me the opportunity to testify. I will make three points. 

First, there is little evidence of a U.S. broadband problem. Telephone, 
cable, and wireless companies are investing billions in new high-speed 
infrastructure, and consumers and businesses are adopting broadband at 
remarkable rates. 

Second, those who believe there is a problem advance proposals that 
sound appealing, but they fail to provide solid analysis showing that their 
proposals would actually benefit consumers or small businesses. 

Third, despite significant infrastructure investment, we can do better. In 
particular, we need to collect better data that would allow us to rigorously analyze 
proposed policies and to remove arbitrary barriers to entry that continue to 
prevent the market from reaching its full competitive potential. Government can 
help achieve both goals. 


I’ll elaborate on those points. 
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First, the sky isn’t falling. There is scant evidence of a U.S. broadband 
problem. Nearly half of all American households subscribe to high-speed 
Internet connections, more than twice as many as just a few years ago.^ About 
60 percent of businesses with fewer than 100 employees have broadband 
connections.^ Earlier this month the National Federation of Independent 
Businesses reported the results of a survey that asked members to state their 
most important problem.^ Broadband did not make the list. 

Internet service providers are investing in broadband infrastructure at 
unprecedented rates. Cable companies are expected to spend about $15 billion 
this year upgrading their networks."' Verizon alone is planning to spend $23 
billion on its fiber-optic network by 2010.^ By the second quarter of 2007 its fiber 
services were available to nearly 8 million homes, and are expected to reach 9 
million by the end of the year.® Cellular mobile companies continue to upgrade 
and build high-speed networks, while other firms are building out new wireless 
networks that offer coverage ranging from very local to national.^ 

Supply is not the only factor that affects the state of broadband. Demand 
is also crucial in determining broadband penetration and speeds. I understand 
that some advocates believe faster is always better. Like them, I live online and 
place a high value on a very fast connection. But not everyone has the same 
preferences that we do. Few small businesses, for example, download multiple 
' http://www.pewinternet.org/pdfs/Broadband_Commentary.pdf 

^ IDC market analysis, March 2007. "U.S. Small Business Internet 2007-201 1 Forecast.” 

® http://www.nfib.com/obiect/IO 34726.html 

"* http://www.infonetics.com/resources/purple.shtml7msna07.cpx.2h06.nr.shtml 
^ http://policyblog.verizon.com/policyblog/blogs/policyblog/czblogger1/290/fios-fact-sheet.aspx 
® http://investor.verizon.com/financial/quarterly/\^2Q2007/2Q07Bulletin,pdf 
^ See, for example, hltp://www.pcmaq.com/article2/0, 1895.21 861 08. 00. asp or 
http://www.believewireless.com/. 
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movies every day or engage in bandwidth-intensive online gaming. Many people 
and small businesses are simply unwilling to pay more for higher speeds. That’s 
why not everybody signs up for the fastest speed they can get. 

Those who believe the U.S. has a broadband problem claim that 
broadband speeds in the U.S. are much slower than elsewhere. These claims 
are simply wrong. They are based on comparisons of advertised, not actual, 
speeds. According to speedtest.net, which has data from nearly 200 million 
unique speed tests of actual broadband connections around the world, the 
average U.S. speed ranks about third or fourth globally (Figure 1). 


Figure 1 

Average Actual Broadband Connection Speeds Across Countries 



Source: Speedtest.net. Average of tests from August 2006 - June 2007. 
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In short, the evidence contradicts the argument that there is too little 
investment in broadband infrastructure or that most consumers or small 
businesses are desperate for more. 

The important question is whether market failures or other obstacles 
hinder broadband investment, competition, and adoption by consumers and 
businesses. Because investment dollars are scarce and because policies have 
costs as well as benefits, we should analyze policies carefully and rigorously to 
ensure that their expected benefits exceed their expected costs. Unfortunately, 
few proposals are accompanied by serious analysis. For example, many who 
believe the U.S. has a broadband problem argue that France and Japan are 
doing well because they require their biggest telecom companies to open their 
infrastructure to competing broadband providers. This regulation is known as 
unbundling, which is sort of like making Starbucks lease space and equipment to 
any freelance barista. 

The truth is more subtle. 

France does not apply unbundling reguiations to fiber optic lines. And in 
Japan, the regulated price for a firm to use the fiber is so high that essentially no 
company takes advantage of the regulation, instead, the incumbent telephone 
company and the electric power utilities are building and operating fiber networks 
themselves. In other words, unbundling proponents point to Japan and France 
as models to emulate, but those countries have, for all practical purposes, not 
applied unbundling to the very type of infrastructure those proponents want to 


see here. 
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As another example, some might argue that expanding the Universal 
Service Fund to include broadband services might benefit small businesses. But 
expanding the fund is more likely to harm small businesses since they, like all 
other consumers, pay for universal service expenditures through taxes on their 
own telecommunications services. That’s why the National Federation of 
Independent Businesses argues strongly against increasing the fund.® 

I do not, however, intend to imply that the market is perfect. We know that 
the overall positive picture of broadband in the U.S. can mask underserved 
geographic areas and socioeconomic groups. Data collection efforts should be 
targeted at identifying potential problems and at gathering the information 
necessary to evaluate whether proposed policies are likely to address them 
effectively. That’s why models like ConnectKY appear to be successful — they 
carefully identify areas where there might be a problem and help tailor specific 
solutions. 

In addition, certain regulations continue to make it more expensive than 
necessary for new companies to enter the market. For example, there's no 
economic justification for requiring a special license to offer cable television 
services over broadband lines. 

And despite strong investment in wireless networks, hundreds of 
megahertz of spectrum remain unused or are used inefficiently by the private 
sector and by the government. Every day that spectrum remains unavailable for 
high-value uses represents a tremendous opportunity cost — a significant loss to 
our economy. 

“ http://www.nfib.com/paae/technoloav.html 
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To conclude, let me reiterate that the key to good broadband policy is 
careful analysis that attempts to identify market failures or artificial barriers 
suppressing broadband investment and adoption, followed by rigorous evaluation 
of whether proposed interventions are likely to yield net benefits. 

And precisely because the Internet is so important, Congress should be 
cautious and consider carefully interventions in this fast-changing industry to 
ensure that they do not unintentionally reduce incentives to invest in the very 
infrastructure we all believe is so important. 

Thank you. 
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Chairman Kerry. Thank you. Well, we seem to have not just a 
disconnect out in the country at large, but we also have a dis- 
connect between you and Mr. Levin right here, so let me feel this 
out a bit. Are you satisfied with the United States going backwards 
in terms of other countries? 

Dr. Wallsten. Well, I think that the rankings are actually not 
very useful at all and there are many reasons not to pay attention 
to simply just rankings and not use them as a basis to make policy. 

First of all, the data that the OECD puts out themselves are very 
problematic. They 

Chairman Kerry. You use that data in your own charts. 

Dr. Wallsten. The data in the chart in this figure is from 
speedtest.net. But 

Chairman Kerry. No. In addition to that, don’t you have some 
other — I thought you had some additional data there. 

Dr. Wallsten. I don’t believe I used data from the OECD in this 
paper, but I actually have used the data from the OECD in papers 
and the way that I use the data and the way that I think the data 
should be used is to control carefully — control for things that policy 
can’t affect, like population density. That is not offered as an ex- 
cuse, it is simply an empirical fact. Every single empirical study on 
broadband penetration finds that population density is correlated 
with it. Control for things like that and test for the effects of fac- 
tors that policies can affect. Then you are not looking simply at 
rankings, you are controlling for lots of things. 

I mean, it doesn’t make sense, for example, to compare the 
United States to Iceland, which ranks third in the OECD rankings, 
since Iceland has a population of 300,000, which might compare to 
Buffalo. 

Chairman Kerry. Dr. Wallsten, it is a relative deal if some coun- 
tries are bigger than other countries. But if the country’s popu- 
lation as a whole has access and they are all able to use it, that 
is one measurement, isn’t it? 

Dr. Wallsten. Well, that is right, and that is why I think it is 
important also to look very carefully 

Chairman Kerry. Dr. Wallsten, this is your chart here, and 
broadband subscriptions per capita by technology, it says, Scott 
Wallsten 

Dr. Wallsten. That is right, and what else is on there? 

Chairman Kerry. OECD. 

[The chart being referenced follows:] 
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Dr. Wallsten. Umm-hmm, and what is the heading on the 
chart? 

Chairman Kerry. Broadband subscriptions per capita by tech- 
nology. So you are using, I guess, the OECD 

Dr. Wallsten. That is true, but the point in that one is to show 
the mix 

Chairman Kerry. So it is selective. You use it where you want 
to and 

Dr. Wallsten. No. Senator Kerry, I am sorry, that is not correct. 
I try to use that data appropriately, and the data themselves — I am 
not trying to make excuses for the United States. I interested in 
using the data appropriately. The data 

Chairman Kerry. Just help me understand it. Mr. Levin, who is 
in business, has described a situation where he can’t achieve his 
business goal because we don’t have adequate capacity. But he can 
achieve it in another country. Isn’t that an incentive to go and op- 
erate out of the other country? 

Dr. Wallsten. Well, I would prefer not actually to use anecdotes 
as basis for making policy. 

Chairman Kerry. But that is real life. 

Dr. Wallsten. No, Senator Kerry, the OECD data omits, for ex- 
ample, all university connections. It omits most 

Chairman Kerry. I am not talking about OECD now. I am talk- 
ing about the practical reality of speed and access 

Dr. Wallsten. The question for any policy is whether its ex- 
pected benefits exceed its expected costs, and it is possible you 
could pass a law that would mandate, for example, a minimum 
speed for broadband that would be very high and that might aid 
his company. The cost for that might be very high, and that is a 
question you want to ask. What are the costs of a proposed policy 
expected to be? Right now, we don’t even have the data to be able 
to answer that question well. 

And I do have — I mean, there are other suggestions of things 
that we can do. I think there are things we can do right now to 
improve the broadband situation 

Chairman Kerry. What are you suggesting? There is something 
I don’t understand here. I mean, a community ought to have access 
to broadband and be able to make the choice within the community 
of whether you want to buy, at what speed you want to buy, et 
cetera. 

Dr. Wallsten. Exactly. People should be able to choose the 
speed they want to buy. 

Chairman Kerry. But you have to have that availability to be 
able to do it and right now we don’t have that availability. 

Dr. Wallsten. But that doesn’t mean that everybody should in- 
vest, every community should automatically invest in 100 megabit 
per second availability. They have other priorities, I am sure. 

Chairman Kerry. Mr. Levin, what do you say to that? 

Mr. Levin. I disagree with a lot of the points that he has made 
during the course of his testimony. I think even in the most con- 
centrated areas of technology, like for example, the Silicon Valley, 
and also Massachusetts, it is difficult sometimes to find wireless 
connections, good Internet connections, and building a business has 
some fundamental challenges connected to it and getting inexpen- 
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sive broadband to a small business is challenging in the United 
States today. 

Dr. Wallsten. If I could just — could I just follow up for 1 sec- 
ond? There are things that Congress could do right now. The AWS 
spectrum auction concluded more than a year ago. Companies 
spent billions of dollars on spectrum. For example, T-Mobile, Leap 
Wireless, Metro PCS, Comcast all bought spectrum hoping to build 
out broadband networks. Many of them are having trouble because 
the government agencies that were on that spectrum are not mov- 
ing away. 

That is something that Congress could do right now to open up 
more wireless space for broadband. That doesn’t require a summit, 
a broadband summit. There are wireless opportunities that we 
could be doing right now, and those would be great for improving 
competition. 

Chairman Kerry. So you disagree with the President’s goal that 
we ought to have ubiquitous broadband 

Dr. Wallsten. I think we ought to make sure that we do every- 
thing we can to make sure that the market is competitive. 

Chairman Kerry. Do you think we have done everything we can 
to make it competitive? 

Dr. Wallsten. I think there are things that we should be doing. 
I think franchise regulations are serious impediments to firms in- 
vesting. One thing that we don’t pay very much attention to is de- 
mand. One of the reasons that consumers in France and Japan, for 
example, would buy higher-speed connections is because companies 
have always been allowed to offer video — television video — over 
broadband lines. Here, you can’t do that without a franchise and 
there is not — I mean, I understand there are fiscal reasons why cit- 
ies need those franchise rules, but there is not an economic reason 
for that and without being able to purchase cable television serv- 
ices over broadband, that reduces demand. 

Chairman Kerry. Mr. Scott, what is your reaction to this? 

Mr. Scott. Well, I have no doubt that Dr. Wallsten comes by his 
opinions honestly and some of his critiques in his academic papers 
I find interesting. I disagree with most of them, but I think his 
analysis is worthy. 

I look at the debate over the broadband problem over the last few 
years and it reminds me somewhat of the global warming debate. 
The overwhelming amount of evidence is on one side, as far as I 
can see, and the telephone companies, like the oil companies, can 
make a really nifty PowerPoint presentation to provide the oppo- 
site, but it doesn’t make it so. And if we have got evidence from 
the OECD, the ITU, and Point Topic, and the FCC and numerous 
other data sources, as well as every foreign telecommunications 
service provider that is, I think, not lying about the advertised 
rates of service, I just have to say the broadband problem is very 
real. It is both about a lack of availability and a lack of competi- 
tion. That means lower speeds and higher prices. And if we don’t 
do something about it, we are going to suffer economically over the 
next 10 to 20 years. 

Chairman Kerry. Speaking of global climate change, I am 
Chairing the Foreign Relations Committee meeting with foreign 
ministers on that subject in about 5 minutes, so I have got to run 
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and do that. But let me just say from our own experience — Dr. 
Wallsten, you need to sort of know this and then mayhe you can 
respond afterwards for the record — in the Berkshires in Massachu- 
setts, we have a very thoughtful, well-educated economic base 
which has been handicapped by virtue of the lack of access to 
broadband. We had to create something called Berkshire Connect 
to create a consortium to pull various people together in order to 
create the economic clout to even get people to bid, because they 
wouldn’t bid. They just didn’t think there were enough folks there. 
There wasn’t enough money to be made. They wanted to hook up 
all the big buildings in downtown Boston and other communities 
first. So there is a race to the easy money, not necessarily a race 
to where it has social impact. 

So this question of utility, of public utility and which comes first, 
the chicken or the egg here, is a critical one from a public policy 
point of view. Those schools need access. Kids need access. People 
need access. We need to educate people about why access is, in fact, 
good. If you just leave it out there and nobody is aware of what 
the benefits may be, they may not demand it. But as they become 
more aware of the benefits and the economic upside in some of the 
ways that Mr. Levin and others have described, there are all kinds 
of benefits. 

It is hard to ignore a study that says we are leaving 1.2 million 
jobs and $500 billion off the table because we are not getting that 
kind of access to high-speed Internet. 

Dr. Wallsten. And that is why I believe that models like Con- 
nect Kentucky are good, because they identify very specific prob- 
lems. Also, those studies that you cite, the $500 billion one from 
about 4 years ago, I believe, and the more recent one from Brook- 
ings, don’t advocate any of the policies that some here have rec- 
ommended. And I am — all my work is empirical, data-driven, and 
that is why I think the data is important. 

Chairman Kerry. Listen, I am not trying to fight with you, I am 
just disagreeing with some of your conclusions. But I think it is im- 
portant to have the testimony. It is important to have the discus- 
sion. We wouldn’t have invited you here if we didn’t think it was 
important. I think there is a very powerful argument for why, in 
fact, this access and the competition is so critical. 

I am sure that Senator Snowe will further examine that, so why 
don’t I turn it over to her and you can close it out. Thank you. 

Senator Snowe. [presiding.] Thank you, Mr. Chairman. 

Dr. Wallsten, so you don’t think that there should be any na- 
tional policy with respect to the broadband deployment, is that 
right? 

Dr. Wallsten. Well, I think we need to be careful about what 
exactly that means. I mean, our data collection right now is very 
poor. I think everybody has agreed with that. And that is certainly 
a good place to start. 

Senator Snowe. So if the FCC changes its methodology and the 
type of data it acquires, which needs to be done soon, and it reaf- 
firms the dramatic problem that we are facing in this country, 
would you feel differently? 

Dr. Wallsten. Absolutely. 

Senator Snowe. You would? 
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Dr. Wallsten. I would like to see studies — I would like to see 
proposed policies and analyses of the expected costs and benefits of 
those proposals and then we would go from there. I mean, what is 
sort of amazing to me is that in almost every other area of policy — 
you think of labor policy, for example, or environmental policy, for 
example — those agencies collect tremendous amounts of data and 
policies are based on extensive, careful analyses. And here, for 
broadband policy, an industry that affects so much of our economy, 
we want to make policy based on simple rankings that don’t pro- 
vide any sources, that don’t tell you what their methodology is, that 
leave out huge categories of connections. To me, that is simply irre- 
sponsible. 

Senator Snowe. And the FCC has acknowledged that their meth- 
odology is wrong, correct? 

Dr. Wallsten. Oh, yes, and 

Senator Snowe. And that was affirmed by the GAO 

Dr. Wallsten. Right. And even the FCC staff know this, too, 
and would like to work on that problem. 

Senator Snowe. Right. Exactly. Better data is obviously critical, 
to get our arms around the data and study exactly what the picture 
of America looks like. But I think the real question is whether or 
not you can give impetus to the deployment of broadband and what 
role the Federal Government plays. 

I am impressed with Mr. Mefford and what is happening with 
Connected Nation and Connect Kentucky. Maine has a Connect 
Maine initiative and I hope it will share the same success. But they 
have undertaken it because there is a huge vacuum in leadership, 
even at the national level. These are programs undertaken by local 
governments that otherwise could not afford to do them, but they 
recognize it is an economic imperative, especially in rural America. 

I mean, that is the real issue here, how we are going to rebuild 
rural America at a time in which we are dramatically losing manu- 
facturing jobs. In our State, we have lost 17 percent of the manu- 
facturing jobs since 2000. It keeps happening. It happened again 
recently. We keep losing major companies in rural America. How 
do you rebuild it? You rebuild it by giving them access to the tech- 
nology so that they can conduct their small enterprises in these 
rural economies. You shouldn’t have to be in urban America. I 
think that is one of the real issues that we have to confront in this 
country today is what we are going to do to assist small towns to 
rebuild their economies and this is one dimension of that. 

I don’t know — Mr. Mefford, maybe you can add to this debate 
about what pace you would expect to happen in other places as 
compared to Connect Kentucky. The President set a goal in 2004 
that by the end of 2007, we would have broadband deployment. 
That hasn’t happened. So what would it take to apply your model 
across this Nation? How long would it take? 

Mr. Mefford. Well, first of all, it requires something like S. 
1492 or Senator Durbin’s Connect the Nation Act. That is what en- 
ables States, that will empower States to replicate this model. 

Senator Snowe. You need the broadband mapping. 

Mr. Mefford. Well, that is the starting point. Somebody said the 
mapping is sort of like putting on your clothes to go to work. I 
mean, that is what gets us started. That is what starts this mar- 
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ket-based approach that embraces all providers. When I say mar- 
ket-based, I mean that it is this dual focus on both supply and de- 
mand, but it is inclusive of all types of providers. And so in Ken- 
tucky, when I say we have gone from 68 percent to 95 percent, that 
includes cable and DSL and fixed wireless and municipal wireless 
and municipal cable, all these different types of services. 

So to answer your question, once that empowering piece of legis- 
lation is passed, then the process can begin immediately. We are 
engaged with about a dozen different States on different levels, so 
the interest is there and we certainly have the capacity to engage 
additional States. But once the funding is in place, that certainly, 
like most things, is the largest impediment. 

Senator Snowe. Do you see that as an appropriate role for the 
Federal Government? 

Dr. Wallsten. I think what Connect Kentucky — I think that 
general approach seems to be exactly right. I mean, they carefully 
identify where there are problems and then figure out ways to 
solve them. 

Senator Snowe. But the broadband mapping legislation, for ex- 
ample — Dr. Wallsten. I think that is worth considering. 

Senator Snowe. Would that be enough once that was concluded, 
how long would it take to have that ripple effect across America? 

Mr. Mefford. We are talking a matter of months. I mean, if we 
can establish a single clearinghouse where that data is placed, then 
it is a matter of processing data and distributing that throughout 
the country. 

Senator Snowe. Mr. Scott, what is your reaction to that? 

Mr. Scott. I agree with all these guys that data is an important 
step. The better data we have, the better policies we can make. I 
think the partnership between Federal data collection, where you 
have got a baseline standard that makes tools for organizations 
like Connect Kentucky to use at the State and local level is the 
right approach. I think S. 1492 is a good bill. We supported it from 
its inception. 

But I think having the data begs the question that we have 
issues we need to look at, and in my written statement I have laid 
out a number of pieces of policy which we think will go toward solv- 
ing the problem, some small, some large, some that the Commis- 
sion will do, some that the Congress should do, and I think that 
we have an opportunity now in the next 12 months to really think 
carefully about what steps we want to take and what goals we 
want to reach, because ultimately all policy is made to reach some 
big picture goal, and if our big picture goal is just to incrementally 
improve our broadband market, that is one set of policies. If our 
big picture goal is to produce a world-class infrastructure and du- 
plicate the same kinds of successes we had with electrification and 
the highway programs, well, that is a different set of policies. I 
think there is honest disagreement about what you want to do, but 
you have got to make those choices. 

Senator Snowe. This is why we wrote the Telecommunications 
Act of 1934. We thought it was in the national interest to extend 
telephone service to all parts of America. That is why Senator 
Rockefeller and I created the E-rate program. 
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Mr. Scott. That reminds me of a statement that Congressman 
Ed Markey, the Chairman of the Telecom Subcommittee in the 
House of Representatives, said to me once. He said the 1996 Tele- 
communications Act was a great idea. I sure wish somebody would 
try to implement it. 

[Laughter.] 

Senator Snowe. Good point. And look at where we are today vis- 
a-vis that policy and how much has dramatically changed. I think 
it just tells you what the landscape looks like and that is why 
small enterprises and rural America are struggling with the cur- 
rent market plan. We didn’t even factor in wireless at that point. 
Even with respect to the E-rate program, it was just on the cusp 
of being discussed and wireless wasn’t really part of the picture at 
that point when we rewrote the Act in 1996. 

Mr. Mefford. 

Mr. Mefford. Senator Snowe, I would say that that point just 
provides more additional merit for this approach to empower 
States. I think where States have been active in engaging providers 
in the context of telecommunications reform, I think we have seen 
some positive results. Certainly and obviously that hasn’t been 
complete and total or we wouldn’t be here today, but again, as we 
have employed this market-based approach in the States that we 
are engaged with, and I will reference Kentucky specifically, we 
have seen that increase and that has been primarily by private sec- 
tor providers, not totally, but that investment has been made in 
large part by private sector providers. 

In the remaining 5 percent that we have to cover — Kentucky will 
be at 100 percent broadband coverage by the end of this year. That 
has required a more entrepreneurial approach and so that does get 
us to the point where we have to look at things like public-private 
partnerships that incent investment. And so we may have local 
governments partnering with private sector providers to build out 
infrastructure and sharing revenue. But that, again, has been the 
minority part of our approach. 

Senator Snowe. But there would be a public commitment. Is 
there a public commitment currently on the Connect Kentucky. 

Mr. Mefford. Yes, ma’am. 

Senator Snowe. Do the State and local government participate 
financially? 

Mr. Mefford. They do. The largest commitment comes from the 
State, and so generally in our States, about 80 percent of the com- 
mitment comes from State government and the remaining 20 per- 
cent comes from the private sector, and not just telecommuni- 
cations providers, but companies in general that have a vested in- 
terest in the growth of technology. So we have health care compa- 
nies and automobile companies and banks and so forth. 

Dr. Wallsten. If I could just jump in for 1 second, I just wanted 
to add that I think one of the great things that has come out of 
their initiatives is a tremendous amount of data that actually will 
begin to allow us to test the effects of different policies. I know I 
am very much looking forward to using it. 

I would also just like to sort of add on a personal note that that 
presentation of mine that Senator Kerry was referring to is avail- 
able on the Web site of the Progress and Freedom Foundation, and 
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I hope that people will look at it to realize how I am analyzing the 
data and not using data where it seems it helps my case and not. 

Senator Snowe. We won’t. We appreciate that. 

Dr. Wallsten. I hope people look at it. 

Senator Snowe. Do you think that there is competition in the 
market now? Do you think that that is the essence of the problem, 
as well? 

Dr. Wallsten. I think it depends where you look. I believe, over- 
all, there is competition. So, for example, there was an article in 
the Wall Street Journal two or 3 days ago noting that broadband 
satellite services are becoming faster and cheaper and that is avail- 
able everywhere in the United States. Verizon and Sprint both 
offer wireless broadband services. That is generally slower than 
wired services, but is getting faster. 

Senator Snowe. But isn’t it a question of cost? 

Dr. Wallsten. None of those are reflected on that map. I am 
sorry. 

Senator Snowe. Isn’t it the question of cost? 

Dr. Wallsten. And those costs are coming down. But you are 
right. It is a question of cost, and also as we move more spectrum 
into the market and as there are more options, I would expect 
those prices to continue to come down. 

Senator Snowe. And the special access decision that will be 
made by the FCC, do you think that would help to promote growth 
in competition? 

Dr. Wallsten. Special access is another complicated question 
where also the GAO — actually, we would probably be having a very 
similar discussion if it were just on special access because the 
GAO’s main conclusion was that there wasn’t enough data to do an 
analysis. I would hope that all the various players would come to 
the table and show their data, because none of the CLECs make 
their data available, for understandable reasons, and the incum- 
bents don’t want to make more available than they are required to 
and it is very hard to make decision under those circumstances. 

Senator Snowe. And unbundling, do you think that it has helped 
to open markets, because there has really been a lot of problems 
with incumbents pulling out of the residential broadband market. 

Dr. Wallsten. Right. Well, that is slightly a little bit different 
from unbundling policies. I am actually working on a paper right 
now, or revising a paper right now, on bundling policies across 
OECD countries and it didn’t work here. Like I mentioned, in 
France and Japan, unbundling doesn’t apply to the fiber lines and 
so companies are investing in their own fiber optic lines. 

One question I have, for example, in Japan, one of the main pro- 
viders of high-speed service is the electric utilities, not through 
broadband over power lines, which seems to be next year’s tech- 
nology and always will be, but actual fiber optic connections. Why 
aren’t companies like that doing it here? Why don’t electric utilities 
do it here? Maybe it is a bad business decision. Maybe regulations 
don’t easily allow them to enter other electricity markets — I am 
sorry, markets other than electricity. I think things like that are 
worth looking at. I don’t know the answer. 

Senator Snowe. Mr. Scott. 
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Mr. Scott. I think both the points you raised are critically im- 
portant. I will start with the current proceedings at the Commis- 
sion. It is not just special access. It is also forbearance petitions 
and copper retirement. These are technocratic issues that are very 
complicated in the regulatory proceedings, but their outcomes will 
be hugely important in determining the prices and choices that 
small businesses have, particularly as they grow, and I think we 
would do well to pay close attention to what the Commission is 
going to do on those issues. 

As far as unbundling goes, I shared Congressman Markey’s com- 
ment in jest, but I think his point is very valid here. You know, 
unbundling was never properly implemented in the United States 
for a variety of reasons, which we can debate at length at another 
time. But I think if you look at the way unbundling policies have 
been executed, if you just as a tourist stroll around in any Euro- 
pean capital, you will find half-a-dozen or more storefront shops 
trying to sell you DSL. It is a competitive market the likes of which 
is impossible to imagine in the United States, and I think that dis- 
parity is something that we have got to address. I am not saying 
that I have the answer chapter and verse today, but I think taking 
unbundling and putting it back on the table for serious consider- 
ation is a very wise move. 

Senator Snowe. I appreciate that. Any other comments? Mr. 
Levin, do you think we should have a national policy? 

Mr. Levin. Absolutely. The national policy may address these 
issues of have and have nets and I would encourage my colleague 
over here to go out and see some of these disparities that you see 
in different markets. I travel extensively. I go to South Korea and 
Japan and I have been all over Europe and I feel like I may not 
have second-class services, but I certainly don’t have first-class 
services. That affects my business. It affects lots of other busi- 
nesses. And I can think of my kids in school or people in hospitals. 
Those are two areas, schools and hospitals, where I think Internet 
service would actually lower the cost of operating those entities and 
also offer much more data to people and applications that need 
data. 

Senator Snowe. I appreciate it. Mr. Mefford, you have the last 
word. 

Mr. Mefford. Senator Snowe, thank you again for the invitation 
today. I would just end by reiterating the fact that America’s 
broadband challenge is as much about demand as it is supply in 
my mind, and I think Senator Kerry has affirmed this today, af- 
firmed it yesterday in his blog post, to note that we have to ac- 
knowledge that the number of people actually using the technology 
that has already been deployed is extremely low from the house- 
hold standpoint, and what our model and the data that we have 
generated after the fact has revealed is that as we can increase 
those numbers of people actually subscribing to broadband, then 
providers are obviously more interested in deploying further and 
further and further out into those developing markets. 

The things that can be done at the very grassroots level are basic 
in nature, but it is about generating awareness and helping house- 
holds and small businesses understand and appreciate better the 
value of broadband. We have recently gathered some data where 



85 


we asked, what are the factors that caused you to hecome a new 
subscriber to broadband? The top reasons are things like, well I re- 
alized that broadband was worth the extra money. Then there is, 
I learned that broadband became available in my area. So you can 
see these are awareness building issues. And the third is, I got a 
computer in my home, and so we know that is an obstacle that we 
have to address. On down the list is the point that, well, I decided 
that broadband became affordable. 

So contrary to some conventional wisdom that is out there, our 
biggest challenge to adoption is not price. It is in raising awareness 
and improving the value proposition that allows individuals, fami- 
lies, and businesses to make the decision to spend the money on 
broadband. 

Senator Snowe. But you wouldn’t disagree that price is a barrier 
in many cases? 

Mr. Mefford. Price is absolutely a barrier for some segments of 
the population 

Senator Snowe. Such as those that only depend on one provider 
right? 

Mr. Mefford. That is right, but Senator, what we have seen in 
Kentucky is that what we do, in effect, is lower the cost of entry 
for new providers or for existing providers to extend their net- 
works. As that has happened, we have seen that now the majority 
of Kentuckians have a choice between at least two providers. Many 
have a choice between three and four and five providers, and as 
that has happened, we have seen the effects of competition and 
prices have come down. 

Far and away, price is not the top reason given that people aren’t 
investing in broadband, but absolutely, to your point, we are fo- 
cused on addressing price, and we don’t consider a broadband solu- 
tion an option worthy of mapping until it is affordable. 

To the point of computers being an obstacle, we have developed 
programs, again, that are State-specific, one that we called “No 
Child Left Offline” that actually uses donations from companies 
like Microsoft and Lexmark and CA and Intel and we put com- 
puters in the homes of identified families, underprivileged families, 
and that addresses that barrier of computer ownership and allows 
them then to become a broadband subscriber. 

Senator Snowe. Well, I appreciate it. I thank you all very much. 
It has been very helpful and very critical to this issue, and I thank 
you for your excellent testimony. 

Before we adjourn, we will leave the hearing record open for 2 
weeks for additional questions and testimony. 

With that, the hearing is adjourned. 

[Whereupon, at 11:48 a.m., the Committee was adjourned.] 
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Questions for the Record from Senator Olympia J. Snowe, Ranking Member 
Senate Committee on Small Business & Entrepreneurship 
to FCC Commissioner Michael J. Copps 
Hearing on “Improving Internet Access to Help Small 
Business Compete in the Global Economy” 

September 26, 2007 

1. In Mr. Wallsten’s testimony, he states that expanding the Universal Service 
Fund to include broadband services is likely to harm small businesses because they 
pay for universal service expenditures through taxes on their own 
telecommunications services. In fact, he cites an argument by the National 
Federation of Independent Businesses, which opposes increasing the fund because of 
its affect on small businesses. During your testimony you note that the Joint Board 
on Universal Service is talking about covering broadband with universal service. If 
these changes are made, how would they significantly impact small businesses and 
what can we do to ensure that they are not unfairly burdened? 

I have been a strong advocate for including broadband in the universal service 
system. Unless small businesses in rural America can take advantage of high-speed, 
affordable broadband they will be at a serious competitive disadvantage as compared 
with businesses in the urban centers and internationally. By including broadband in the 
universal service system we can help ensure that small businesses are positively affected 
because the Universal Service Fund can be u.sed to make it more economical for 
broadband to be deployed in many places where it is unavailable today. In order to 
ensure that small businesses, and contributors generally to the Fund, are not unfairly 
burdened, I have proposed that contributions should also be collected from broadband 
providers. It seems only fair that if we are to include broadband on the distribution side 
of the universal service system that it should also be included on the collection side of the 
ledger. In addition, while it would require a legislative fix, including intrastate as well as 
interstate revenue when assessing contributions would expand the base for contributions 
and be another important tool for evening out the impact of any increase in the Fund. 

2. In March 2004, President Bush spoke about the role broadband plays in the 
economic viability of our communities by stating that "we ought to have a universal, 
affordable access for broadband technology by the year 2007, and then we ought to 
make sure as soon as possible thereafter, consumers have got plenty of choices when 
it comes to purchasing the broadband carrier." Despite the President's initiative, 
according to the Organization for Economic Cooperation and Development 
(OECD), the U.S. has dropped from 4th to 12th among countries in broadband 
subscribership since 2000. I'm concerned that our nation is taking steps backwards 
rather than improving our nation's broadband accessibility and affordability - 
particularly to small businesses in rural parts of the country. Commissioner, it has 
been over three years since President Bush made this statement. Why has there been 
such a delay in developing and implementing a national broadband policy? How can 
we in Congress and the FCC work together to achieve the vitally important policy 
underlying this initiative? Wouldn't implementing a national broadband policy 
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greatly assist small businesses in remaining competitive in this increasingly global 
economy? In your estimations, how specifically would national broadband policy 
help small businesses to drive our nation's economy? 

I wholeheartedly agree with your concern that the nation is going backwards 
rather than forwards when it comes to deploying affordable broadband in rural parts of 
the country. An important reason for the delay in developing a national broadband policy 
is that we do not have a national commitment to get the job done. Additionally, there 
needs to be someone looking at the entire playing field and bringing all the piece parts 
together. This means much more than merely a campaign promise if we are serious about 
achieving ubiquitous broadband in the country. 

As I mentioned in my statement there is a lot that the FCC can do — collect better 
data, act as a clearinghouse for broadband ideas, act on our special access rulemaking, 
and include broadband as part of Universal Service. However, that's not enough. I 
believe that the delay stems from the lack of a national vision or strategy. The most 
important thing that can be done would be to put together a national strategy. A good 
start would be identifying what can the Executive Branch do (USDA, Commerce, 
Homeland Security - all working together); what is Congress's role in providing tax 
incentives, providing grants to map where broadband is and is not, and ensuring that 
public safety gets the benefits of broadband communications; and how should the public 
and private sector work together to achieve this goal. I am convinced that such a national 
strategy Is essential to our future economy and to the success of small businesses. 

3. The Internet Tax Freedom Act, which is set to expire on November 1, 2007, 
places a moratorium on the ability of state and local governments to impose: (1) 
new taxes on Internet access; or (2) any multiple or discriminatory taxes on 
electronic commerce. I am greatly concerned that allowing the moratorium to 
expire would be devastating to smail businesses. For exampie, increasing the cost of 
Internet access to home-based consumers wouid reduce both consumer demand and 
teiecommunication companies' incentive to buiid rurai broadband networks. 
Without broadband, rurai smaii businesses wouid be unabie to access high-speed 
Internet and truiy compete in the giobal marketplace. What would the adverse 
impacts be on small businesses if we begin to allow state and local governments to 
tax Internet access? How would this potential expiration inhibit the abiiity and feasibiiity 
of smail businesses to do business over the Internet? 

As you know, subsequent to the hearing. Congress extended the internet tax 
moratorium for seven years. Because taxes on internet access ai'e the prerogative of 
Congress and not the FCC, I have not previously taken a position on the legislation 
enacting the moratorium. I do believe that any policies that promote the deployment of 
high value broadband to small businesses are worthy of serious consideration by the 
Congress. 

4. In your testimony you note that the most recent broadband penetration 
rankings show that the U.S. is ranked between ll“* and 25“' in the worid. At the 
same time, other countries who are ieading the way in broadband penetration have 
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much higher population densities. When compared to these countries, the U.S. is 
made up of unique geography and has a more spread out population density with 32 
people per square kilometer. Is population density a key factor in broadband 
deployment and if so, is the FCC considering proper policies to suit our unique 
geography? Why or why not? 

Population density is one of many factors that must be considered when it comes 
to a strategy for broadband deployment. There are many broadband rankings that have 
the United States ranked between 1 1* and 25*''. What’s worse is that we’re headed in the 
wrong direction. This is not just an embarrassment for a country that prides itself as the 
technology leader, but it also comes at to high a cost for our economy and for those 
communities without access broadband. Some apologists for America’s dismal 
performance in these studies argue that those countries that rank higher than the United 
States live in high rises and more densely populated cities that make it easier to provide 
access to broadband. In fact, many of the countries ranked ahead of the United States are 
less densely populated. 

So I believe that other factors like income, price, market competition and public 
policy play as much, if not a larger role than geography in determining broadband 
availability and adoption. The FCC is finally considering ways to improve its data 
collection for broadband so that we can better evaluate those areas, particularly rural 
areas, that don’t have access to broadband. Congress is also considering legislation that 
will assist in better mapping broadband deployment. These are important first steps to 
developing better policies that specifically address the lack of broadband in less densely 
populated areas. 

5. The argument has been made by the FCC and others that we don't need any 
consumer safeguards for Internet users - including net neutrality- because there is 
robust competition in the broadband market. However, most people in any state are 
lucky if they have more than one choice for broadband provider. Do you consider 
the broadband marketplace to be highly competitive? If the market place is 
competitive, why do we continue to experience a lack of broadband penetration, 
specifically in rural areas? I hear a lot of talk about how wireless broadband from a 
cell phone tower is a viable alternative for DSL or cable modem. Do you believe a 
wireless connection is a capable substitute for DSL or cable Internet? 

I don’t think the broadband marketplace is highly competitive. Today, 96% of the 
residential broadband market is served by either cable or a Bell phone company. And in 
a recent GAO study, examination of the special access market (for bulk telephone and 
broadband services) reveals that around 94% of commercial buildings are served 
exclusively by the incumbent telephone company. I would not call this competitive. 
Indeed, the lack of competitive choices is one of the reasons that there is a lack of 
broadband penetration in the country. I believe that competition means more than just 
competition between the cable and the phone provider. Our small businesses deserve 
better than they are getting. 



91 


While wireless broadband may become a viable substitute for DSL and cable 
broadband, these technologies today generally have different characteristics (e.g., speed) 
that make them attractive for different purposes. I believe that there is a place for all 
technologies - DSL, cable, and wireless when it eomes to bringing broadband to rural 
communities. 

6. Small businesses are the backbone of our nation's economy representing 99.7 
percent of all employer firms and generate three-quarters of net new jobs annually 
over the last decade. Clearly, small businesses cannot be ignored when it comes to 
expanding communications technology in our economy. With the critical role small 
businesses play in driving our economy, what specifically is the FCC doing to reach 
out to this vital sector? Can you provide some examples of successful small business 
outreach by the FCC? 

The FCC has an Office of Communications Business Opportunities (OCBO) 
which is supposed to be the principal advisor to the Chairman and the Commissioners on 
policies affecting small, women- and minority-owned communications businesses. 
Unfortunately, it appears that its role has been diminished and some even believe that it 
has been relegated, to a large degree, to a document reduction role. It can and should be 
doing so much more. Among the things the FCC should be doing more of is working 
with the Small Business Administration to find proactive ways to increase opportunities 
for small businesses. When I was Assistant Secretary of Commerce for Trade in the 
Clinton Administration, we looked for ways to expand exports not just for the Boeings of 
the world but especially for small businesses. We always were mindful of the fact that 
small businesses are the engine of the American economy. We don’t do enough of that at 
the FCC. 

7. In the November 2006, the Government Accountability Office (GAO) 

Report, “FCC Needs to Improve its Ability to Monitor and Determine the Extent of 
Competition in Dedicated Access Services,” concluded that without more complete 
and reliable data, the FCC is unable to determine whether its deregulatory policies 
are achieving their goals. However, the FCC responded that gathering additional 
data would be too costly and burdensome. Do you agree with this assessment? At 
the hearing, Mr. Mefford of Connect Kentucky testified about the effectiveness of a 
broadband mapping program. Would mapping the country be an effective way to 
gather broadband penetration data? What are some problems, if any, with 
broadband mapping, specifically in relation to small businesses? Do you agree that 
the Connect Kentucky model would be a preferable alternative to the FCC’s current 
data collection methods? Please provide your thoughts on how you would like to see 
the FCC change its broadband data collection methods? Do you agree that the 
FCC’s current zip code collection method is flawed? Why or why not? 

Broadband data collection has been one of my biggest priorities since I came to 
the Commission. You can’t set good policy if you can’t measure the problem. And it's 
almost as if the FCC's current data collection methodology is designed to deny that there 
is a problem in the first place. We .still say that broadband is 200 kbps and that if anyone 
in a ZIP Code has broadband then everyone that ZIP Code does. We need to start 
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developing credible measures of speed and deployment, as well as to gather data on price 
and international experiences with broadband. 

With regard to special access, while I believe the FCC could gather additional 
data, I don’t believe additional fact-finding is necessary to begin revising our policies to 
better reflect the marketplace. In addition to the GAO report, the FCC has had a 
proceeding open since 2002, reviewed special access in the context of three Bell mergers, 
and recently requested more data from all parties. In my view, the FCC is long overdue in 
completing a review of its policies governing special access. 

Broadband mapping is certainly an important tool. Connect Kentucky has seen 
significant success in broadband deployment as a result of its mapping efforts. As for 
small businesses, I think the answer is to start gathering data on speed tiers. We need to 
recognize that different users— like a home, a home office, a company with 10 employees, 
and one with 250-will need very different types of broadband products. Our goal should 
be to get a real snapshot of what different products are available at given representative 
locations, in order to understand the choices that real businesses— of all sizes-actually 
face. Once we understand where we are today, we can start developing policies about 
how to build a stronger future— one that is more hospitable to small business. 

8. Under the Regulatory Flexibility Act (RFA), Federal agencies are required to 
consider the impact of their regulatory proposals on small entities and to analyze 
alternatives that would minimize this impact The Small Business Administration's 
Office of Advocacy, the "regulatory watchdog" for small businesses, has expressed 
repeated concern with the FCC's adherence to its obligations under the RFA. According 
to the Office of Advocacy's 2006 Report on the Regulatory Flexibility Act, "one of the 
reasons the FCC has not had consistent compliance with the RFA is its tendency to issue 
vague proposed rulemakings. Without specific rules, the [FCC] cannot accurately 
estimate the impacts and assess alternatives to the rule, nor can small businesses 
comment meaningfully. The FCC has continually rejected Advocacy's recommendations 
to propose more concrete rules." Do you agree with the Advocacy's finding that the 
FCC fails to properly comply with the RFA? Why or why not? What steps will the FCC 
take to address the Office of Advocacy's concerns, specifically with emergent broadband 
issues like forbearance and copper retirement? 

As discussed in more detail in response to question 6, 1 believe the FCC can and 
should be doing more when it comes to developing policies specifically to address small 
business concerns. With regard to issues like forbearance and copper retirement, the 
impact of these policies and procedures, particularly as they impact competitive 
telecommunications carriers who often serve small business and are often small 
businesses themselves, is of the utmost importance. Unfortunately, too often the 
Commission does not sufficiently take these concerns into account. 

9. This year, Verizon and FairPoint Conununications announced that FairPoint 
Communications will acquire Verizon's properties in Maine, Vermont, and New 
Hampshire. This $2.7 billion proposed transaction will move FairPoint from the 17th 
largest telecommunications company to the 8th largest. In my home state, this 
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transaction makes FairPoint the phone company in aimost 90 percent of households. 
While I am encouraged by the promises that FairPoint has made about increased jobs 
and accelerated broadband deployment, many Verizon employees in my state have 
expressed concerns. At the top of the list, they fear that FairPoint will not be strong 
enough ilnancially to keep their promises after a merger is complete. I understand that 
the FCC must approve the transfer of certain licenses before the merger is complete 
in order to be sure the transaction is in the public interest. FairPoint has said that if 
the acquisition were approved, it would add jobs and improve Internet with $16.1 
million in service upgrades. Do you have any reason to believe that FairPoint is 
incapable of fulfilling these promises? How could this potential merger impact small 
businesses, specifically in rural areas? 

As you know, the transaction is currently pending before the FCC so I am limited 
in my ability to discuss the specifics of the transaction. I have also heard that there are 
serious concerns about the financial health of the company after the transaction and its 
ability to keep its promises to its workers and to deploy broadband in rural areas. These 
are issues that I will examine closely in considering this transaction. 

10. As you well know, in addition to being an economic driver, broadband also 
enables revolutionary cultural, political, and educational exchange. Many of the pending 
Universal Service Fund (USF) reform proposals in the House and Senate include 
provisions that expand the universal service distribution to cover broadband expenses. 
For example, the "Universal Service for All Americans Act," which I have cosponsored, 
would create a $500 million fund within the USF to help support deployment in areas 
currently unserved by broadband service. I believe that the USF should be adapted to 
help support some level of broadband expenses, but I fear that if done improperly, the 
USF could skyrocket to a size that consumers and service providers that pay into the 
fund will be unwilling to bear. Please discuss your opinion on the legislation that has 
been introduced in the Senate. In your esteemed opinion, what would be an appropriate 
way to target support for broadband deployment in a way that does not cause an undue 
expansion of the fund? What benefits would broadband deployment have on the 
software and hardware industries, small business and other areas of commerce? What 
would be the socioeconomic benefits of broadband deployment to under served areas? 

I think that broadband is essential to the mission of universal service for the 21®' 
century just as plain old telephone service was the mission of USF in the 20* century. 
Broadband will certainly be the economic driver in so many areas of the economy. It also 
is critical in so many other areas such as education, health care, and job opportunities. 
Creating a broadband fund, as the “Universal Service for All Americans Act” would do, 
is certainly an important step in bringing broadband out to these areas. I’m pleased that 
the loint Board recently agreed with me on a bipartisan basis and now supports 
broadband as part of the system. Specifically, the Joint Board recommended including 
broadband in universal service by proposing a broadband fund. Unfortunately, the Joint 
Board only recommended including $300 million for the broadband fund, which is less 
than the legislation proposes and is far less expansive than what is necessary to address 
the most critical infrastructure challenge of our time - bringing broadband to all 
Americans. 
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In terms of targeting the support, I believe that support should first go where it 
can do the greatest good. Many rural companies are doing a really good job of getting 
broadband out to most of their territory as best as I can tell. But we repeatedly hear from 
companies that they are bringing broadband out to just 80 or 85% of their service area 
and that it’s just not economic to go to the most remote rural areas. Therefore, ensuring 
that broadband goes to unserved or largely underserved areas is critically important. 

11. Footnote 92 of the FCC’s Order in the April 21, 2004 Declaratory Ruling 
whether AT&T’s Phone-to-Phone IP Telephony Services are Exempt from Access 
Charges stated: 

We note that, pursuant to section 69.5(b) of our rules, access charges are to be 
assessed on interexchange carriers. 47 C.F.R. 69.5(b). To the extent 
terminating Local Exchange Carriers seek application of access charges, these 
charges should be assessed against interexchange carriers and not against any 
intermediate LECs that may hand off the traffic to the terminating LECs, 
unless the terms of any relevant contracts or tariffs provide otherwise. 

Despite your statement that Interexchange Carriers were the ones liable for access 
charges and “intermediate Local Exchange Carriers (LECs)” should not he assessed 
access charges hy Incumbent Local Exchange Carriers (ILECs) I remain concerned 
that AT&T, Verizon, Qwest, and others continue to send large bills to competitive 
LECs for access charges the ILECs contend are due. I fear that this is creating 
uncertainty and litigation, and it forces small competitive LECs to either quit 
serving Voice Over Internet Protocol (VoIP) companies - even when a VoIP 
company certifies that the traffic does not meet the specific criteria for application 
of access charges spelled out in one of the Declaratory Rulings - or spend hundreds 
of thousands of dollars defending themselves. What can the small competitive LECs 
that are being hit with big bills do about this? Will the FCC entertain a complaint 
against the large ILECs, and expedite a decision? Why or why not? 

Certainly, the FCC should entertain any complaint against a regulated entity that 
is not complying with the terms of a Commission Order. The Commission also owes 
affected parties — especially new, competitive entrants — a timely decision. After all, 
business cannot operate under a question mark. 

I also note that this type of situation arises at least in part because the FCC has 
chosen — over my strong objection — to classify a variety of communications services as 
Title 1 “information services.” By casting aside a body of Title II case law that has 
arisen over decades in favor of the uncharted waters of Title 1, the Commission has 
robbed consumers and businesses of the protections and regulatory certainty that they are 
accustomed to and that they deserve. 

12. During Congressional hearings surrounding the Southwestern Bell 
Corporation (SBC)-AT&T merger, Dave Dorman (former CEO of AT&T) 
suggested two contradictory reasons why the SBC-AT&T merger in the public 
interest. First, he said that SBC and AT&T shouid be alto wed to merge because 
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there are so many other unafflliated IP-based communications providers out there 
that AT&T would not be missed as a competitor. Mr. Dorman also said that AT&T 
could not survive as an unaMliated player without its own last mile access facilities. 
Please provide your thoughts on the following; If AT&T, the largest of all the 
unafliliated providers, could not survive without access to its own last-mile facilities, 
how does AT&T expect the other, small, would-be competitors, to survive? In a 
world where AT&T and Verizon now run powerful reintegrated telecom businesses, 
how are small rivals expected to compete? 

Since I joined the Commission in 2001, 1 have been concerned that competition in 
the telecom industry has suffered as the Regional Bell Operating Companies have 
continued to consolidate. With AT&T and Verizon owning the vast majority of the last 
mile facilities in their territories, it has become increasingly difficult for unaffiliated 
providers to compete. To make matters worse, the FCC in recent years has deregulated 
these companies in many respects, removing regulations that used to provide some 
assurance that competitors would have access to monopoly facilities at reasonable prices. 
As a result, deregulation has made it even more difficult for competitors. In my view, the 
FCC should be more active in fostering competition by more carefully scrutinizing 
mergers and considering rules that will promote competition rather than allowing just a 
few large companies to survive. Consumers deserve more choices and competition than 
just a few reintegrated telecom businesses can provide. 

13. The Supreme Court ruled in the Trinko and Twombley cases that antitrust 
laws arguably do not apply to telecom because of the complex regulatory regime 
and the FCC's ability to keep monopoly power in check. How does government 
ensure a competitive marketplace without reliance on either antitrust or a complex 
regulatory regime? 

There are really two principal checks on monopoly power: regulation and the 
antitrust laws. Ensuring a competitive marketplace without vigorous antitrust 
enforcement and regulatory oversight is like a boxer fighting with both hands tied behind 
his back. Based on my consideration of mergers that have been jointly reviewed by the 
FCC and the Justice Department, it does not appear to me that the latter has aggressively 
enforced the antitrust laws when it comes to telecommunications. Put this together with 
the fact the Supreme Court’s recent decisions may also have reduced the application of 
the antitrust laws to telecom, more of the burden falls on the effectiveness of telecom 
regulations to protect against unlawful monopolies. Unfortunately, too often, the FCC in 
recent years has not proactively or aggressively recognized this as a vital responsibility. 

In fact, the reverse appears to be true as we continue along the road of deregulation and 
the reclassification of services. Taken together, there has been, in my view, far too much 
consolidation in the communications industries that the FCC oversees. 

14. Admittedly, the new “auction” rules for the 700 “Spectrum” are complex, 
and include one single band that has a limited “open” requirement, which now 
Verizon is legally challenging as benefiting “Google” and as inappropriate. But, I 
am concerned that the FCC failed to analyze the benefits of copying the 802.11 (2.4 
gig was allocated to it) economic model. Given that there are 5 available “swaths” 
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of spectrum to allocate, why can’t one of these swaths be given to the smaller 
carriers? If a true economic study was done on the highest and best use, giving 
some of the air back to smaller carriers may prove to promote more growth and 
investment in our society just like given away 802.11 did. Smali business wants a 
way to use technology on their own terms, not a service on how to use the technology 
on AT&T’s terms. Also, if the auction process is delayed due to legal action, would 
there be any prohibition from amending the process and simply “giving back” one 
swath to the public like 802.11? At the very least, should AT&T and Verizon be 
prohibited from bidding until anticompetitive concerns described above are dealt 
with? Why or why not? 

I am a big believer in increasing the amount of unlicensed spectrum, which has 
been an important source of economic growth, consumer well-being, and opportunity for 
small businesses. I believe that we should always keep unlicensed spectrum in mind as 
an option as we make decisions about spectrum. 

I also believe that an open access model for licensed spectrum also has an 
important role to play in ensuring that small businesses and entrepreneurs have access to 
spectrum and freedom to develop innovative technologies that benefit American 
consumers. To me, open access means both giving consumers freedom to attach non- 
harmful devices of their choosing as well as giving wireless entrepreneurs the ability to 
lease spectrum at wholesale prices. 

In this summer’s 700 MHz Second Report and Order, the Commission set the 
ground rules for how some of the most valuable spectrum on earth will be used. I am 
pleased that my colleagues were willing to implement so-called Carterfone provisions for 
at least a portion of this spectrum. I believe this decision will return some power to 
consumers and entrepreneurs and limit incumbents’ power to extract monopoly or 
oligopoly rents. The device and application openness principles that we implemented for 
22 MHz of the commercial spectrum will mean more choices, better services and lower 
prices. They will permit entrepreneurs to innovate without asking somebody else for 
permission — just as the developers of the fax machine, dial-up modem, and Wi-Fi router 
did. 


We also took action to prevent abuse in this band and to give consumers, device 
manufacturers, and other interested parties a right to seek redress if the C-block licensee 
seeks to discriminate against them. I believe that this case-by-case approach strikes the 
appropriate balance between preventing harm to the network and giving teeth to our anti- 
discrimination mandate. Justice delayed is often Justice denied, the old adage says, and 
that is why I am happy that we adopted a 180-day shot clock for Commission 
enforcement decisions. 

Unfortunately, the Commission did not take the additional step — which I would 
have preferred — of mandating wholesale access principles for some or all of the 700 
MHz spectrum. As I noted in my separate statement, a true open access regime would be 
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of enormous benefit for small business and other entrepreneurs, who currently face 
substantial obstacles in obtaining spectrum access. 

As for the involvement of wireline incumbents in the 700 MHz auction, I have 
long been on record as having concerns about the fact that the two largest wireless 
providers in the United States are wholly or partially owned by the two largest wireline 
providers. I believe that these companies may therefore have diminished incentives to 
use their wireless holdings to compete with DSL and other wireline broadband products. 
If the Commission had retained spectrum caps several years ago — as I would have 
preferred — it could have prevented this and other ills stemming from excessive 
consolidation in the wireless industry. 

15. As the FCC has begun to impose obligations on emerging providers of IP- 
based voice services (such as universal service payment obligations), while relieving 
larger, established DSL access providers of the same obligations, what has the FCC 
done to ensure that these additional obligations are not an excessive burden on small 
businesses in compliance with the Regulatory Flexibility Act? Please specifically 
describe the FCC’s requirement efforts in your answer. 

In order to ensure small businesses are not unduly burdened by FCC rules, the 
Commission’s Office of Communications Business Opportunities (OCBO) is charged 
with reviewing every rulemaking to ensure that we are in compliance with the Regulatory 
Flexibility Act. For example, prior to enacting rules such as imposing Universal Service 
Fund contributions obligations on VoIP providers, the Commission undertook an Initial 
Regulatory Flexibility Analysis (IRFA) and then provided the opportunity for public 
comment on the proposals, including comments on the IRFA. In fact, OCBO reviews 
every rulemaking to ensure that we are in compliance with the letter of the law. 

However, we must recognize that the FCC has created too few new rules designed 
specifically to help small businesses. And maybe most importantly, we must realize that 
some of the Commission’s actions - indeed more than a few - have harmed small 
businesses. I think the FCC can and should do more. We should go beyond simple 
compliance. We should ask ourselves hard questions consistent with the spirit and intent 
of the RFA as well. 
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Questions for the Reeord from Senator Olympia J. Snowe 
Senate Committee on Small Business and Entrepreneurship 
to Commissioner Jonathan S. Adelstein, FCC 
“Improving Internet Aeeess to Help Small Business Compete in the Global 

Eeonomy” 

1. Question; During the Committee’s recent hearing, witnesses on both panels testifled 
about the need for an updated data collection methodology. You testifled that the FCC’s 
current data is not adequate and does not give us a real picture of what is happening. How 
can the FCC or Congress effectively reform our current broadband system before knowing 
the extent of the problem? In your mind, is creating a national mapping strategy the 
number one broadband priority? Please explain. 

Response: I share your concerns about the Commission’s data collection efforts to gauge 
broadband deployment, access, and affordability. The Commission’s efforts thus far fall far 
short of our obligations under Section 706 of the Act to provide reports on the status of 
broadband deployment. In its May 2006 report, the Government Accountability Office (GAO) 
took the FCC to task for the quality of its broadband data. GAO criticized the Commission’s 
ability to analyze who is getting broadband and where it is deployed, observing that the FCC’s 
data “may not provide a highly accurate depiction of deployment of broadband infrastructures 
for residential service, especially in rural areas.” The clear conclusion is that FCC has much 
work to do to improve the quality and scope of its broadband data, as well as its analysis of the 
availability of affordable broadband services, if it is to satisfy the Congressional mandate in 
Section 706 of the Act. If this is not our highest priority, it is clearly must be a first step toward 
improving our treatment of these issues. 


2. Question: In March 2004, President Bush spoke about the role broadband plays in the 
economic viability of our communities by stating that ‘Tve ought to have a universal, 
affordable access for broadband technology by the year 2007, and then we ought to make 
sure as soon as possible thereafter, consumers have got plenty of choices when it comes to 
purchasing the broadband carrier.” Despite the President’s initiative, according to the 
Organization for Economic Cooperation and Development (OECD), the U.S. has dropped 
from 4 "' to 12 ”' among countries in broadband subscribership since 2000. I’m concerned 
that our nation is taking steps backwards rather than improving our nation’s broadband 
accessibility and affordabiiity - particularly to small businesses in rural parts of the 
country. Commissioner, it has been over three years since President Bush made this 
statement. Why has there been such a delay in developing and implementing a national 
broadband poliey? How can we in Congress and the FCC work together to aehieve the 
vitally important policy underlying this initiative? Wouldn’t implementing a national 
broadband policy assist small businesses in remaining competitive in this increasingly 
global eeonomy? In your estimations, how specifically would national broadband policy 
help small businesses to drive our nation’s economy? 

Response: One of America’s central challenges is promoting the widespread deployment of 
higher-bandwidth broadband facilities to cany the vast array of new innovative services that are 
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transforming virtually every aspect of the way we communicate, and to make sure that these 
facilities are affordable for consumers. This must be a greater national priority than it is now. 

An issue of this importance to the economy of our nation and the success of our communities 
warrants a coherent, cohesive, and comprehensive national broadband strategy. 

The U.S. needs a national broadband strategy that seriously addresses our successes and 
failures, and strives to improve our broadband status. Virtually every other advanced country 
has implemented a national broadband strategy. Even though we have made strides, I am 
concerned that the lack of a comprehensive plan is one of the reasons that the U.S. is 
nevertheless falling further behind our global competitors. As you note, we continue to slip 
further down the regular rankings of broadband penetration. More troubling, there is growing 
evidence that citizens of other countries are getting a much greater broadband value, in the form 
of more megabits for less money. According to the ITU, the digital opportunity afforded to U.S. 
citizens is not even near the top, it’s 2Ist in the world. This is more than a public relations 
problem. It’s a productivity problem, and our citizens deserve better. 

We must engage in a concerted and coordinated effort to restore our place as the world 
leader in telecommunications by making affordable broadband available to all our citizens. It 
will mean taking a htud look at our successes and failures, and improving our data collection. A 
true broadband strategy should incorporate benchmarks, deployment timetables, and measurable 
thresholds to gauge our progress. It is not enough to rely on poorly-documented conclusions that 
deployment is reasonable and timely. 

We need to set ambitious goals, shooting for real high-bandwidth broadband deployment. 
We should start by updating our current definition of high-speed of just 200 kbps in one direction 
to something more akin to what consumers receive in countries with which we compete, speeds 
that are magnitudes higher than our current definitions. Further, we need much more reliable 
data than the FCC currently compiles so that we can better ascertain our current problems and 
develop responsive solutions. Giving consumers reliable information by requiring public 
reporting of actual broadband speeds by providers would spur better service and enable the free 
market to function more effectively. 

We must also re-double our efforts to encourage broadband development by increasing 
incentives for investment because we will rely on the private sector as the primary driver of 
growth. These efforts must take place across technologies so that we not only build on the 
traditional telephone and cable platforms, but also create opportunities for deployment of fiber- 
to-the-home, fixed and mobile wireless, broadband over power line, and satellite technologies. 

We must also work to promote meaningful competition, as competition is the most 
effective driver of lower prices and innovation. This is increasingly important to ensure that the 
U.S. broadband market does not stagnate into a comfortable duopoly, a serious concern given 
that cable and DSL providers control 96 percent of the residential broadband market. 

The Commission must also ensure the vitality of universal service as technology evolves. 
With voice, video, and data increasingly flowing to homes and businesses over broadband 
platforms, it will be critical to have ubiquitous high speed networks to carry these services 
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everywhere. This means that universal service must evolve, as Congress intended, to cover 
broadband services. We must also promote spectrum-based services that can play such an 
important role spurring both competition and greater availability of these services. 

There also is more Congress can do, outside of the purview of the FCC, such as providing 
adequate funding for Rural Utilities Service broadband loans and grants, and ensuring RUS 
properly targets those funds; establishing new grant programs supporting public-private 
partnerships that can identify strategies to spur deployment; providing tax incentives for 
companies that invest in broadband to underserved areas; devising better depreciation rules for 
capital investments in targeted telecommunications services; promoting the deployment of high 
speed Internet access to public housing units and redevelopments projects; investing in basic 
science research and development to spur further innovation in telecommunications technology; 
and improving math and science education so that we have the human resources to fuel 
continued growth, innovation and usage of advanced telecommunications services; and, of 
course, we need to make sure all of our children have affordable access to their own computers 
to take full advantage of the many educational opportunities offered by broadband. 


3. Question: The Internet Tax Freedom Act, which is set to expire on November 1, 2007 
places a moratorium on the ability of state and local governments to: (1) impose new taxes 
on Internet access; or (2) any multiple or discriminatory taxes on electronic commerce. I 
am greatly concerned that allowing the moratorium to expire would be devastating to small 
businesses. For example, increasing the cost of Internet access to home-based consumers 
would reduce both consumer demand and telecommunications companies’ incentives to 
build rural broadband networks. Without broadband, rural small businesses would be 
unable to access high-speed Internet and truly compete in the global marketplace. What 
would the adverse impacts be on small businesses if we begin to allow state and local 
governments to tax Internet access? How would this potential expiration inhibit the ability 
and feasibility of small business over the Internet? 

Response: While it is my understanding that the Internet Tax Freedom Act of 2007 does not 
confer any specific jurisdiction to the Federal Communications Commission, I note that this Act 
became public law on October 31, 2007.' According to the Congressional Research Service, the 
Internet Tax Freedom Act Amendments Act of 2007 amends the Internet Tax Freedom Act to: 

(I) extend until November 1, 201 1, the moratorium on state and local taxation of Internet access 
and electronic commerce and the exemption from such moratorium for states with previously 
enacted Internet tax laws; (2) restrict the authority of certain states claiming an exemption from 
the moratorium under the Internet Tax Nondiscrimination Act of 2004 to impose Internet access 
taxes after November I, 2007; (3) expand the definition of "Internet access" to include related 
communication services (e.g., e-mails and instant messaging) and redefine "telecommunications" 
to include unregulated non-utility telecommunications (e.g., cable service); and (4) allow a 
specific exception to the moratorium for certain state business taxes enacted between June 20, 
2005, and November I, 2007, that do not tax Internet access. 


' See Library of Commerce, THOMAS ( hnpoVf homos, toe, gov/'re/- 
hm/hdaverv/z?dl l0:HR0367S:(cHcHcliLiS(.summ2=m&) . 
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4. Question: As you well know, in addition to being an economic driver, broadband also 
enables revolutionary cultural, political, and educational exchange. Many of the pending 
Universal Service Fund (USF) reform proposals in the House and Senate include provisions 
that expand the universal service distribution to cover broadband expenses. For example, 
the “Universal Service for All Americans Act,” which I have cosponsored, would create a 
SSOO million fund within the USF to support deployment in areas currently unserved by 
broadband service. I believe that the USF could skyrocket to a size that consumers and 
services providers that pay into the fund will be unwilling to bear. Please discuss your 
opinion on the legislation that has been introduced in the Senate. In your esteemed 
opinion, what would be an appropriate way to target support for broadband deployment in 
a way that does not cause an undue expansion of the fund? What benefits would 
broadband deployment have on the software and hardware industries, small business and 
other areas of commerce? What would be the socioeconomic benefits of broadband 
deployment to underserved areas? 

Response: Congress and the Commission recognized early on that the economic, social, and 
public health benefits of the telecommunications network are increased for all subscribers by the 
addition of each new subscriber. Federal universal service continues to play a vital role in 
meeting our commitment to connectivity, helping to maintain high levels of telephone 
penetration, and increasing access for our nation’s schools and libraries. 

Ensuring the vitality of universal service will be particularly important as technology 
continues to evolve. As voice, video, and data increasingly flow to homes and businesses over 
broadband platforms, voice is poised to become just one application over broadband networks. 
So, in this rapidly-evolving landscape, we must ensure that universal service evolves to promote 
advanced services, which is a priority that Congress made clear. 

I note that the Federal-State Joint Board on Universal Service (Joint Board) recently 
recommended that the Commission revise its list of services supported by Federal universal 
service to include broadband Internet access service. The Joint Board recommended that the 
Commission establish a Broadband Fund, tasked primarily with facilitating construction of 
facilities for new broadband services to unserved areas. The Joint Board also recognized the 
effectiveness of the current High Cost Loop Fund in supporting the capital costs of providing 
broadband-capable loop facilities for rural carriers. 1 look forward to carefully reviewing the 
Joint Board’s recommendations, and I hope that the Commission will seek comment quickly on 
these from a broad range of commenters. 

Finally, I note that it is important that the Commission conduct its stewardship of 
universal service with the highest of standards. I have worked hard to preserve and advance the 
universal service programs as Congress intended, will continue to do so, and look forward to any 
guidance from Congress regarding this important program. 


5. Under the Regulatory Flexibility Act (RFA), Federal agencies are required to consider 
the impact of their regulatory proposals on small entities and to analyze alternatives that 
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would minimize tbis impact. The Small Business Administration’s Office of Advocacy, the 
“regulatory watchdog” for small businesses, has expressed repeated concern with the 
Fee’s adherence to its obligations under the RFA. According to the Office of Advocacy’s 
2006 Report on the Regulatory Flexibility Act, “one of the reasons the Fee has not had 
consistent compliance with the RFA is its tendency to issue vague proposed rulemakings. 
Without specific rules, the [Fee] cannot accurately estimate the impacts and assess 
alternatives to the rule, nor can small businesses comment meaningfully. The Fee has 
continually rejected Advocacy’s recommendations to propose more concrete rules.” Do 
you agree with the Advocacy’s finding that the Fee fails to properly comply with the 
RFA? Why or why not? What steps will the Fee take to address the Office of Advocacy’s 
concerns, specifically with emergent broadband issues like forbearance and copper 
retirement? 

Response: Small businesses play a critical role in creating jobs and developing new 
technologies. They also purchase a massive amount of telecommunications services, spending 
approximately $25 billion each year, according to a recent Wall Street Journal report. So, it is 
clear that the Commission’s decisions are likely to impact the telecommunications services and 
opportunities available to small businesses. 

As you observe, the RFA requires the Commission to analyze the economic impact of 
draft regulations when there is likely to be a significant economic impact on a substantial number 
of small entities, and to consider regulatory alternatives that minimize the burden on small 
entities. So, I am concerned about the Office of Advocacy’s findings regarding the FCC’s 
compliance with the Regulatory Flexibility Act (RFA). 

With respect to forbearance, I share the Office of Advocacy’s concerns. The 
Commission’s recent history on forbearance petitions - including failing to even issue an order 
addressing the merits of a sweeping petition - is not one to be envied. This approach has cast 
open the floodgates for industry-filed petitions, inviting parties to make end runs around the 
Congressional framework for telecommunications services. I have repeatedly urged the 
Commission to adopt procedural rules for forbearance petitions, such as requiring parties to 
include in their original petitions detailed information about the services subject to the petition 
and a detailed analysis of how such proposals satisfy the statutory test. Procedural rules can 
provide transparency and predictability to all interested participants and can restore confidence in 
Commission processes. 

Similarly, I agree with the Office of Advocacy that the Commission should look closely 
at our policies regarding the retirement of copper facilities. Two currently pending petitions ask 
the Commission to investigate whether the retirement of copper facilities would lessen the 
redundant capabilities available for consumers, including federally owned and leased buildings. 
These petitions argue that copper loop and subloop retirement eliminate network alternatives that 
might otherwise prove essential for network redundancy in the event of a homeland security 
crisis, natural disaster, or the recovery period after such events. The Commission has recognized 
the importance of redundant communications in several contexts. Indeed, the Independent Panel 
Reviewing the Impact of Hurricane Katrina on Communications Networks found that failure of 
redundant pathways for communications traffic was one of three main problems that caused the 
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majority of communications network interruptions. The Commission has sought comment on 
these petitions, and I look forward to reviewing the record developed in response. 


6. This year, Verizon and FairPoint Communications announced that FairPoint 
Communications wiii acquire Verizon’s properties in Maine, Vermont, and New 
Hampshire. This $2.7 billion proposed transaction wiii move FairPoint from the 17*'' 
largest telecommunications company to the S"* largest. In my home state, this transaction 
makes FairPoint the phone company in almost 90 percent of households. While I am 
encouraged by the promises that FairPoint has made about increased jobs and accelerated 
broadband deployment, many Verizon employees in my home state have expressed 
concerns. At the top of the list, they fear that FairPoint will not be strong enough 
financially to keep their promises after a merger is complete. I understand that the FCC 
must approve the transfer of certain licenses before the merger is complete in order to be 
sure that tbe merger is in tbe public interest. FairPoint has said that if the acquisition were 
approved, it would add jobs and improve Internet with $16.1 million in service upgrades. 
Do you have any reason to believe that FairPoint is incapable of fulfilling these promises? 
How could this potential merger impact small businesses, specifically in rural areas? 

Response: Verizon Communications and FairPoint Communications filed, on January 31, 2007, 
a series of applications pursuant to Section 2 1 4 and 3 1 0(d) of the Act seeking Commission 
approval to transfer control of Verizon’s local exchange assets in New Hampshire, Maine, and 
Vermont from Verizon to FairPoint. The Commission’s obligation under Sections 214 and 
3 10(d) is to determine whether the proposed transaction will serve the public interest, 
convenience, and necessity. 

These applications are currently pending before the Commission and I am currently 
reviewing the record. The Applicants have, as you note, asserted that this transaction would 
produce numerous public interest benefits, including enhanced service quality, increased capital 
expenditures, accelerated broadband deployment, and the creation of new jobs in the region. I 
have also heard concerns from commenters, including the Communications Workers of America 
(CWA) and the International Brotherhood of Electrical Workers (IBEW), that the public interest 
would not be served by this transaction due. CWA and IBEW argue, in particular, that FairPoint 
lacks the financial resources, operational capacity, and experience. According to precedent, the 
Commission considers in its public interest inquiry whether the applicant for a license has the 
requisite “citizenship, character, financial, technical, and other qualifications.” Given the 
significant and growing role of telecommunications services in the health of our communities 
and the potential impact on the citizens and businesses of Maine, Vermont, and New Hampshire, 
I agree that this is a momentous decision and will carefully consider these issues. 


7. Small businesses are the backbone of our nation’s economy representing 99.7 percent of 
all employer firms and generate three-quarters of net new jobs annually over the last 
decade. Clearly, small businesses cannot be ignored when it comes to expanding 
communications technology. With the critical role small businesses play in driving our 
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economy, what specifically is the FCC doing to reach out to this vital sector? Can you 
provide some examples of small business outreach by the FCC? 

Response: The Commission created the Office of Communications Business Opportunities 
(OCBO) in 1994 to promote business opportunities for entrepreneurs and other small businesses, 
including minority- and women-owned businesses. OCBO describes outreach among its 
activities, including: 

“The Office of Communications Business Opportunities (OCBO) promotes 
telecommunications business opportunities for small, minority-owned, and women- 
owned businesses. To this end, OCBO works with entrepreneurs, industry, public interest 
organizations, individuals, and others to provide information about FCC policies, 
increase ownership and employment opportunities, foster a diversity of voices and 
viewpoints over the airwaves, and encourage participation in FCC proceedings. OCBO 
also mails information on Commission notices and new service opportunities to those 
within our database of over 3,000 small, minority-owned, and women-owned businesses 
and other interested entities. OCBO periodically co-hosts auction seminars to inform the 
public about new licensing opportunities, as well as seminars concerning new 
technologies and business opportunities utilizing unlicensed spectrum. To assist small 
businesses in understanding and complying with the FCC's rules, the OCBO web site 
provides a comprehensive list of small business compliance guides,” 

See http://www.fcc.gov/ocbo/. 

I note that Congress has directed the Commission, in Section 257 of the Act, to identify 
and report on how it eliminated market entry barriers for entrepreneurs and other small 
businesses. The purpose of our exercise is clear from the statute - to promote the policies and 
purposes of the Communications Act “favoring diversity of media voices, vigorous economic 
competition, technological advancement, and the promotion of the public interest, convenience, 
and necessity.” 

I share a strong commitment to these Congressional goals. Entrepreneurs and small 
businesses play a crucial role in communications industries, from providing service in rural and 
underserved areas, to encouraging innovation and niche operations, to bringing a unique and 
diverse voice to the public airwaves, and countless other examples. As noted in my prior 
response, small businesses play a critical role in creating jobs and developing new technologies. 
They also purchase a massive amount of telecommunications services, spending approximately 
$25 billion each year. 

The FCC’s Section 257 reports reveal that the Commission has not done good job 
in using the Office of Communications Business Opportunities (OCBO) as its “principal small 
business policy advisor.” During the three-year period covered in the most recent report, the 
Commission has failed to charge OCBO - independently or in conjunction with a Bureau or 
Office - with developing or launching any significant policies, plans or programs to further the 
concerns of small businesses. As a consequence of the Commission’s misguided priorities, 
OCBO - which was formed specifically to address the concerns of small businesses and has very 
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talented staff with subject matter expertise - has not played a meaningful role in the policy 
development process at the Commission. The Commission must continue to expand its efforts to 
address to promote opportunities for small businesses, including minority- and women-owned 
businesses. 


8. Question: The argument has been made by the FCC and others that we don’t need any 
consumer safeguards for Internet users - including net neutrality - because there is robust 
competition in the broadband market. However, most people in any state are lucky if they 
have more than one choice for broadband provider. Do you consider the broadband 
marketplace to be highly competitive? If the marketplace is competitive, why do we 
continue to experience a lack of broadband penetration, specifically in rural areas? I hear 
a lot of talk about how wireless broadband from a cell phone tower is a viable alternative 
for DSL or cable modem. Do you believe a wireless connection is a capable substitute for 
DSL or cable Internet? 

Response; It is difficult to assess the relative competitiveness of the current broadband services 
market because of the lack of sufficient data collected at the FCC and because the industry is 
changing so dramatically. Unfortunately, the Commission’s current efforts to gauge broadband 
deployment, competition, and affordability fall short. In a May 2006 report, the Government 
Accountability Office (GAO) took the FCC to task for the quality of its broadband data. GAO 
criticized the Commission’s ability to analyze who is getting broadband and where it is 
deployed, observing that the FCC’s data “may not provide a highly accurate depiction of 
deployment of broadband infrastructures for residential service, especially in rural areas.” 
Similarly, GAO observed that the number of providers reported in a Zip Code overstates the 
level of competition to individual households. One clear conclusion from the GAO’s report is 
that the Commission must explore ways to develop greater granularity in its assessment and 
analysis of broadband availability, whether through statistical sampling. Census Bureau surveys, 
or other means. 

The data available suggest that, even though we have made strides with broadband 
deployment, we must continue to promote meaningful competition. Competition is the most 
effective driver of lower prices and innovation, so I am concerned that cable and DSL providers 
control 96 percent of the residential broadband market. We must be vigilant to ensure that the 
U.S. broadband market does not stagnate into a comfortable duopoly. I also agree with your 
observation that different Internet connections offer different capabilities. The FCC’s low 
definition of broadband captures services that do not allow users the full capabilities of truly high 
speed Internet connections comparable to what citizens in other countries receive. 

Finally, I believe that consumers must be at the top of our list, not the bottom, as we 
move into the broadband era. Through the Communications Act, Congress codified a broad set 
of consumer protection obligations for telecommunications services that the FCC has now side- 
stepped with its current approach to broadband services. It is regrettable that, two years after 
exercising the blunt instrument of reclassification, the Commission has not significantly 
advanced the discussion of safeguards for broadband consumers, even though we have an open 
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docket concerning Consumer Protection in the Broadband Age. The Commission must do more 
to assess the experiences and expectations of broadband consumers, who deserve our attention. 

This is not to suggest that we regulate reflexively or append legacy approaches where 
they do not belong. It is imperative, however, that the FCC not remain silent, allowing 
consumers to push forward into the broadband age without taking stock of consumers’ 
experiences and expectations, much less leaving them in a vortex of undefined roles and 
safeguards. Having heard from an extraordinaiy number of consumers who are concerned about 
the fiiture of the Internet, the Commission could do more to engage the public in a dialogue. For 
example, the Commission has issued a five-page inquiry on broadband industry practices, but we 
should be actively engaging consumers about their practices, expectations, and opportunities, 
particularly as Internet users increasingly become producers, not just consumers, of content. In 
all these efforts, we must also recognize that time is critical, so that we do not continue to leave 
consumers in legal limbo. 


9. Commissioner Adelstein, during your testimony before this Committee, you stated that 
small businesses are “starved for telecommunications choice,” and many small businesses 
have only one choice of provider for broadband services, leading to higher prices. 
Additionally, you note that the Small Business Administration’s Office of Advocacy finds 
“the combination of high prices and few alternatives creates an insurmountable burden to 
small carriers trying to conduct business in the telecommunications market.” What role 
can the FCC play in increasing competition among service providers and ultimately 
lowering prices? 

Response: Unfortunately, the FCC collects little reliable data about extent of broadband 
services available to small businesses in the U.S., or the more general state of competition among 
providers of telecommunications services for businesses. In a report released at the end of last 
year, the U.S. Government Accountability Office (GAO) recommended that the Commission 
collect additional data to monitor competition and to assess customer choice through, for 
example, price indices and availability of competitive alternatives. GAO found that “without 
more complete and reliable measures of competition, [the] FCC is unable to determine whether 
its deregulatory policies are achieving their goals.” 

As noted in my testimony, I believe there are encouraging signs that small businesses are 
integrating new services and features into their business plans. Businesses of all sizes are 
increasingly tapping into broadband to reduce costs, increase productivity, and improve 
efficiency. Broadband is connecting entrepreneurs to millions of new distant potential 
customers, creating opportunities for telecommuting, and giving businesses new tools to increase 
productivity. Much of the economic growth we have experienced in the last decade is 
attributable to productivity increases that have arisen from advances in technology, particularly 
in telecommunications. These new connections increase the efficiency of existing business and 
create new jobs by allowing new businesses to emerge, and spur new developments such as 
remote business locations and call centers. 
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Yet, the picture is far less clear with respect to telecommunications choice for small 
business. Many small businesses have only one choice of provider for broadband services, 
which deprives them of innovative alternatives and can result in higher prices. Even where there 
are competitive options, alternative providers rely heavily on inputs from incumbent. This 
highlights the importance of pro-competitive policies. Congress directed the Commission in the 
Telecommunications Act of 1996 to take both pro-competitive and deregulatory actions. In 
recent years, the Commission has fallen short in its efforts to balance these goals in its handling 
of industry-filed forbearance petitions. I believe that the Commission must do a much better job 
in its reconciliation of these twin goals, for example, by adopting procedural rules governing 
forbearance petitions. 

Finally, 1 note that Section 257 of the Act mandates that, every three years, the 
Commission review and report on efforts to identify and eliminate regulatory barriers to market 
entry in the provision and ownership of telecommunications services and information services, 
and on proposals to eliminate statutory barriers to market entry by those entities. Although 1 
dissented in part from our most recent Report, 1 will continue to encourage the Commission to 
improve its efforts to promote opportunities for small businesses, particularly for women and 
minorities. 


11. During Congressional hearings surrounding the Southwestern Bell Corporation (SBC)- 
AT&T merger, Dave Dorman (former CEO of AT&T) suggested two contradictory reasons 
why the SBC-AT&T merger is in the public interest. To paraphrase: First, he said that 
SBC and AT&T should be allowed to merge because there are so many other unaffiliated 
IP-based communications providers out there that AT&T would not be missed as a 
competitor. Mr. Dorman also said that AT&T could not survive as an unafliliated player 
without its own last mile access facilities. Please provide your thoughts on the following: If 
AT&T, the largest of all the unaffiliated providers, could not survive without access to its 
own last mile facilities, how does AT&T expect the other, smaller, would-be eompetitors to 
survive? In a world where AT&T and Verizon now run powerful reintegrated telecom 
businesses, how are small rivals expected to compete? 

Response: I share your concern about concentration in the telecommunications marketplace. In 
my statement to the SBC-AT&T merger, I stated: 

I am concerned about the potential harms of these mergers. AT&T and MCI are, without 
question, two of the leading providers of competitive choice across the country, and these 
combinations will, by any measure, create more concentration in markets that are already 
highly concentrated. We must be particularly careful where a proposed merger would 
lead to less competition rather than more, so I give these concerns great weight. 

Based on my weighing of these potential benefits and harms, I could not support these 
mergers in the absence of reasonable conditions. Without conditions, there is a real 
possibility that these combinations would increase rates for both residential and business 
consumers and put at risk the continued existence of the open and robust Internet. So, my 
support here is based on the Applicants’ offers to comply with a minimum set of 
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conditions that will help promote consumer choice and the development competitive 
alternatives. Indeed, I would have preferred additional and more rigorous safeguards 
beyond those set forth in these Orders.^ 

Recent mergers in the telecommunications marketplace have been historic in scope, but they are 
also part of a larger industry restructuring that is quickly changing the landscape for consumers 
of telephone, Internet and video services. The opportunities from these technologies are greater 
than ever, but so is the penalty for those left without options. The Commission must continue to 
do all it can to ensure that consumers enjoy the benefit of competition, and the innovations and 
lower prices which it brings. 


12. The Supreme Court ruled in Trinko and Trombley cases that antitrust laws arguably do 
not apply to telecom because of the complex regulatory regime and the FCC’s ability to 
keep monopoly power in check. How does the government ensure a competitive 
marketplace without reliance on either antitrust or a complex regulatory regime? 

Response: As you note, both the Communications Act, as amended by the Telecommunications 
Act of 1996 (1996 Act), and antitrust law play an important role in ensuring a competitive 
telecommunications marketplace. Regarding the interaction between these two tools, the 
Commission observed in 1996 when adopting rules to implement the Telecommunications Act of 
1996 that “[njothing in sections 25 1 and 252 or our implementing regulations is intended to limit 
the ability of persons to seek relief under the antitrust laws, other statutes, or common law.’” 

Since that time, the Supreme Court has opined on the effect of the 1 996 Act upon the 
application of traditional antitrust principles. See Verizon Communications Inc. v. Law Offices 
of Curtis V. Trinko, LLP, 540 U.S. 398, 402, 124 S.Ct. 872. The Court stated that “just as the 
1996 Act preserves claims that satisfy existing antitrust standards, it does not create new claims 
that go beyond existing antitrust standards.” Id. at 872. 

While Congress has the power to further clarify the relationship between these two 
important tools, it is Commission’s responsibility to enforce the statutory obligations within our 
jurisdiction. As the Commission noted back in 1996," there are a wide variety of tools available 
to do so and 1 remain committed to promoting competition in the telecommunications markets. 


^ See Statement of Commissioner Jonathan S. Adelstein, available at 
ht tp:/,/hraunfoss. fcc.gov/edocs Dub!ic/attachtnatch/FCC-0S-l84A l.pclf. 

^ Implementation of the Local Competition Provisions in the Telecommunications Act of 1996, CC Docket Nos. 96- 
98, 95-185, Report and Order, 11 FCC Red 15499 (1996) ( Local Competition Order) (subsequent history omitted). 

See Local Competition Order at para. 129 (“[l]n appropriate circumstances, the Commission could institute an 
inquiry on its own motion, 47 U.S.C, § 403, initiate a forfeiture proceeding, 47 U.S.C. § 503(b), initiate a cease-and- 
desist proceeding, 47 U.S.C. § 312(b), or in extreme cases, consider initiating a revocation proceeding for violators 
with radio licenses, 47 U.S.C. § 312(a), or referring violations to the Department of Justice for possible criminal 
prosecution under 47 U.S.C. § 501, 502 & 503(a).”). 
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13. Admittedly, the new “auction” ruies for the 700 “Spectrum” are compiex, and include 
one single band that has a limited “open” requirement, which now Verizon is legally 
challenging as benefiting “Google” and as inappropriate. But, I am concerned that the 
FCC failed to analyze the benefits of copying the 802.11 (2.4 was allocated to it) economic 
model. Given that there are 5 available “swaths” of spectrum to allocate, why can’t one of 
these swaths be given to the smaller carriers? If a true economic study was done on the 
highest and best use, giving some of the air back to smaller carriers may prove to promote 
more growth and investment in our society just like giving away 802.11 did. Small business 
wants a way to use technology on their own terms, not a service on how to use the 
technology on AT&T’s terms. Also, if the auction process is delayed due to legal action 
would there be any prohibition from amending the process and simply “giving back” one 
swath to the public like 802.11? At the very least, should AT&T and Verizon be prohibited 
from bidding until anticompetitive concerns described above are dealt with? Why or why 
not? 

Response; I have previously advocated the use of unlicensed spectrum as an intriguing avenue 
for many underserved communities given that unlicensed spectrum is free and, in most rural 
areas, lightly used. The same holds true for small carriers. Unlicensed spectrum can be accessed 
immediately, and the equipment is relatively cheap because it is so widely available. I have also 
pressed for the inclusion of smaller blocks of licenses to offer opportunities for a broad variety of 
licenses consistent with our statutory obligation under section 309(j). While the FCC’s recently 
adopted rules for the 700 MHz spectrum reflect a compromise among many different competing 
interests, I am hopeful that there will be opportunities for a diverse group of licensees in the 700 
MHz auction and that our more aggressive build-out requirements will benefit consumers across 
the county. 


14, As the FCC has begun to impose obligations on emerging providers of IP-based voice 
services (such as universal service payment obligations), while relieving larger, established 
Digital Subscriber Line access providers of these same obligations, what has the FCC done 
to ensure that these additional obligations are not an excessive burden on small businesses 
in compliance with the Regulatory Flexibility Act? Please specifically describe the FCC’s 
requirement efforts in your answer. 

Response: All indicators suggest that the IP-based services, like VoIP, are rapidly becoming the 
building blocks for the future of telecommunications. These services promise a new era of 
consumer choice, and consumers are rapidly adopting these services. The migration to VoIP 
services also raises questions for consumers, providers, and, in particular, for the Commission. 

The Commission is charged under the Communications Act with ensuring that the goals 
set out by Congress are fulfilled, and the Commission has now issued a series of orders 
addressing the regulatory obligations applicable to interconnected VoIP providers. As we do so, 
we must also take into account the impact of our actions on small businesses, including small 
VoIP providers. The RFA requires the Commission to analyze the economic impact of draft 
regulations when there is likely to be a significant economic impact on a substantial number of 
small entities, and to consider regulatory alternatives that minimize the burden on small entities. 
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Forging the right regulatory scheme for interconnected VoIP services is a critical task. I agree 
that the Commission could do more to reach out to small VoIP providers when considering 
changes to our regulatory policies and I will continue to encourage the Commission make 
decisions in manner that promotes the deployment of new technologies and minimizes the 
economic impact of our regulatory actions on small providers. 


15. Footnote 92 of the FCC’s Order in the April 21, 2004 Declaratory Rnling whether 
AT&T’s Phone-to-Phone IP Telephony Services are Exempt from Access Charges stated; 

We note that, pursuant to section 69.S(b) of onr rnles, access charges are to be 
assessed on interexchange carriers. 47 C.F.R. § 69.5(b). To the extent that 
terminating local exchange carriers seek application of access charges, these charges 
shonid be assessed against interexchange carriers and not against any intermediate 
LECs that may hand oR the trafHc to the terminating LECs, unless the terms of any 
relevant contracts or tariffs provide otherwise. 

Despite yonr statement that IntereXchange Carrier were the ones liable for access charges 
and “intermediate Local Exchange Carriers (LECs)” shonid not be assessed access charges 
by Incnmbent Local Exchange Carriers (ILECs) 1 remain concerned that AT&T, Verizon, 
Qwest and others continne to send large bills to competitive LECs for access charges the 
ILECs contend are due. I fear that this is creating uncertainty and litigation, and it forces 
small competitive LECs to either quit serving Voice Over Internet Protocol (VoIP) 
companies - even when a VoIP company certifies that the traffic does not meet the specific 
criteria for application of access charges spelled ont in one of the Declaratory Rnlings - or 
spend hnndreds of thousands of dollars defending themselves. What can the small 
competitive LECs that are being hit with big bills do about this? Will the FCC entertain a 
complaint against the large ILECs, and expedite a decision? Why or why not? 

Response: At the time of the AT&T decision, I noted that the one point of unanimity in our 
record was the desire for a Commission decision. While some parties have asked us to go further 
and address broader issues regarding intercarrier compensation and regulation of VoIP services, 
the Commission concluded that delay in answering the question at hand would serve only to 
create instability for the long distance industry and to increase the rapidly-growing stakes for 
each side. 

Three years since that decision, the Commission still has before it numerous intercarrier 
compensation issues, and I continue to have serious concerns about the sustainability of the 
current system. The current system relies on distinctions between different types of carriers and 
services. In addition, many developments since the adoption of the current rules - such as the 
rise of VoIP, and new service offerings, such as flat-rate calling plans - have challenged our 
traditional distinctions. Uncertainty about the application of the current rules has resulted in 
calls for reform from a wide diversity of interests, including state policymakers, consumer 
groups, incumbent and competitive local wireline carriers, wireless carriers, long distance 
carriers, VoIP providers, and others. It is also highly foreseeable that, in the absence of greater 
clarity from the Commission on the applicability of its rules, carriers will seek to resolve 
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disputes, whether at the Commission or elsewhere. I will work with my colleagues to address 
these issues as expeditiously as possible. 
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Senator Olympia J. Snowe 
Witness Questions 
SBC Committee Hearing 
September 26, 2007 

QUESTIONS 
Ben Scott 

1. One argument made by the FCC and others is that we don’t need any consumer 
safeguards for Internet users - including “net neutrality” -because there is robust 
competition in the broadband market. However, most people in any state are lucky 
if they have more than one choice for broadband provider. Do you consider the 
broadband marketplace to be highly competitive? If the marketplace is competitive, 
why do we continue to experience a lack of broadband penetration, specifically in 
rural areas? I hear a lot of talk about how wireless broadband from a cell phone 
tower is a viable alternative for DSL or cable modem. Do you believe a wireless 
connection is a capable substitute for DSL or cable Internet? 

The broadband market is simply not competitive. No amount of rhetoric from incumbents to the 
contrary can dispute the plain facts. There are two dominant technologies in the market — DSL 
and cable modem. These services are typically provided by regional monopolies over each 
technology — one cable company and one phone company. Therefore, each community in 
America has, at best, a duopoly marketplace for broadband access. I know of no economic 
standard by which two market players constitutes a competitive marketplace. 

According to the most recent FCC data (submitted by the carriers), 93% of residential broadband 
lines are either cable modem or DSL. This figure is very likely an undercount of actual market 
dominance in the 97-98% range. This is because the 4% of connections that are tabulated as 
mobile wireless are often duplicate connections. That is, consumers who own Blackberries 
(mobile wireless connections) typically also have a home broadband connection. The mobile 
device is not a substitute for DSL or cable modem service, it is a complement. 

There is simply no way to judge this market a competitive one, much less a highly competitive 
one. This lack of competition causes a number of problems. In particular, there is little incentive 
to rapidly increase the speed and lower the cost of broadband (which is what has happened in the 
competitive broadband markets overseas, as opposed to at home, where improvements have been 
slow and incremental). This makes the product less valuable to consumers and tempers the 
penetration rate. In rural areas, we have this affect added on top of significant gaps in the 
incumbent service territories that leave approximately 9% of US households without a wireline 
broadband provider. Further, according to FCC data, only 79% of telephone lines are DSL 
capable. Though FCC data is not granular enough to demonstrate it conclusively, it is likely that 
the remaining 21% are disproportionately in rural areas. 

As to the viability of wireless broadband as a substitute to DSL and cable modem, it is not yet, 
and it does not appear likely to be in the near future. Currently, the wireless and wireline 
broadband products are in completely different product markets. They are not comparable in 
either performance or price — wireless broadband is often twice the cost for half the speed in 
exchange for mobility. They are not substitutable services; and they are certainly not direct 
competitors. Though the FCC has never bothered to count, it seems obvious that subscribers to 
mobile broadband devices (such as Blackberries) have not cancelled their wireline broadband 
service as a result. The wireless product is a complementary product for which the consumer 
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pays extra. Most consumers do not use mobile wireless broadband on cell phones for the same 
purposes as a residential broadband connection. 

While it is true that mobile broadband subscriptions are increasingly rapidly, the vast majority are 
business users (88.7% according to the FCC), not residential users. What's more, the three largest 
mobile data carriers are AT&T, Verizon and Sprint. Two of these three carriers are also ILECs. 
They are the number one (AT&T) and number three (Verizon) most subscribed to broadband 
Internet service providers, and these carriers are also the top two DSL providers in the United 
States. Sprint has a joint venture with cable operators. These affiliations with incumbent wireline 
providers present an incentive for these companies NOT to use their wireless products to 
cannibalize their wireline broadband market. 


2, The U.S. is made up of a unique geography and population density when 

compared to other countries. With 32 people per square kilometer the U.S. ranks 
n® in population density and IS'*" in terms of broadband penetration. However, 
other countries who are leading the way in broadband penetration have much 
higher population densities. For example, Korea is ranked 2"'’ in broadband 
deployment and has a population density of 481 people per square kilometer. Is 
population density a key factor in broadband deployment, and if so, are we 
implementing proper policies to suit our unique geography? Why or why not? 

Apologists for the poor U.S. broadband numbers are quick to attribute the low penetration level to 
this country’s relatively low population density. It makes a certain intuitive sense, so we decided 
to study the que.stion empirically using an econometric model to measure the impact of 
population density on the relative performance of the US next to other nations. We found that for 
the 30 nations of the OECD, population density is not significantly correlated with broadband 
penetration. Indeed, one of the world’s leading broadband nations, Iceland, has one of the lowest 
population densities in the world. Furthermore, 5 of the 1 1 countries ahead of the U.S. in the 
OECD broadband rankings have lower population densities than the U.S. 

While there may be a theoretical reason to think that population density should be correlated with 
broadband penetration, in real world measurements comparing aggregate performance at the 
national level that is not the case. There is a related phenomenon of “economies of density” that 
we also examined. In theory, it should be less costly on a per-line basis to deploy broadband to 
an area that is highly populated than one that is sparsely populated — all other things being equal. 
But population density is not the relevant metric to capture this phenomenon — as people tend to 
cluster in cities, regardless of the overall geographical area of a particular country. The relevant 
metric is “urbanicity,” or the percentage of a nation’s population living in urban areas or clusters. 
We found the US has a relative high rate of “urbanicity” — ^very similar to that of South Korea. 
This is why on the whole — despite our vast, rural areas — our population density doesn’t have a 
strong influence on national broadband performance. 

When the relationship between urbanicity and broadband penetration is examined, there’s only a 
very weak, statistically insignificant correlation. Countries like the Netherlands and Switzerland 
have lower percentages of their population living in urban areas than the United States yet have 
higher broadband penetration rates. Similarly, countries like New Zealand and Germany have 
higher percentages of urban population than the United States but lower broadband penetration 
levels. In total, 6 of 1 1 countries ahead of the U.S. in the OECD broadband rankings have lower 
percentages of their population living in urban areas. 
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In short, geographic factors alone cannot explain why the United States lags behind. Factors like 
average household income, income distribution, public policy, and market competition play a far 
bigger role. 

That is not to say that there we have the perfect policies to specifically address the marketplace 
problems of rural America. It is true that a nation to nation comparison does not show population 
density to be a significant factor in evaluating overall performance. However, our rural 
populations do have service characteristics that are unique in distance and density that make 
ubiquitous Internet access challenging domestically compared to urban areas. The single most 
important policy change we can make is to follow up on the Joint Board’s recommendation to 
transition the USF programs to cover broadband. These programs — while in need of reform — 
should do for broadband in rural areas what they have done for telephone service. Additionally, 
we should look to new wireless technologies (such as utilizing the broadcast “white spaces”) to 
open new avenues for service delivery that are less costly to build out. These wireless services 
will not be a substitute for wireline infrastructure, but they may prove quicker to deploy and bring 
the benefit of mobility and a carrier of last resort to unserved areas. 


3. The Internet Tax Freedom Act, which is set to expire on November 1, 2007 places a 
moratorium on the ability of state and local governments to impose: (1) new taxes 
on Internet access; or (2) any multiple or discriminatory taxes on electronic 
commerce. I am greatly concerned that allowing the moratorium to expire would be 
devastating to small businesses. For example, increasing the cost of Internet access 
to home-based consumers would reduce consumer demand and reduce 
telecommunication companies’ incentive to build rural broadband networks. 
Without broadband, rural small businesses would be unable to access high-speed 
Internet and truly compete in the global marketplace. What would be the impact on 
small businesses if we begin to allow state and local governments to tax Internet 
access, please describe? From your perspective is there merit to my concerns? 

The concerns about taxing Internet access are certainly merited. The market for Internet access is 
not yet mature, and there is good reason to believe that (at least in the short term) it is relatively 
price sensitive. Increases in price because of ta.\ation could result in declining demand, or worse, 
a decline in subscribership. However, this question should be revisited periodically, as price 
elasticity will change and the needs and reasons for moderate state and local taxation will evolve 
and merit attention in their own right. The Congress has now acted on this question and 
reinstated a temporary moratorium on Internet taxation. It should be noted that the potential harm 
to small businesses from taxation on Internet access is nowhere close to the level of damage 
caused by a lack of competition in the broadband market and the resultant high prices and paucity 
of suitable, affordable services. 


4. What makes the Internet speeial is that it eosts virtually nothing to create a website 
and send and receive electronic files and other data. Small businesses can sell their 
products in the same manner as their large corporate competitors, without the 
inhibition of geography - something that’s critical to businesses in rural locations. 
Cost is not a barrier to access, and therefore those who use the Internet can access 
virtually any content from an infinite universe of on-line sources, commercial or 
otherwise. What concerns would you have with an Internet where cost is a barrier 
to access? Do you feel we are headed in that direction? Why or why not? 
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It is imperative that discriminatory costs do not become a barrier to entry for small business 
driven commerce on the Internet. And there is most certainly concern that we are headed in that 
direction. This goes to the threshold issue of Network Neutrality that the Congress has been 
debating for two years. The FCC and the courts have opened the door for the network owners to 
alter the architecture and the cost structure of the Internet. The network owners have announced 
their intention to do so to Wall Street, complete with plans to charge discriminatory prices for 
quality of service. This “tiering of the Internet”, if it is permitted, would be a disaster for small 
businesses and the free wheeling marketplace for online commerce. It would shut down what is 
best about the Internet as we know it. It is critical that Congress act to reinstate Network 
Neutrality. 

In the words of Internet architect Vint Cerf, the Internet allows “innovation without permission.” 
This genius of the network has proven to be a wonderland for entrepreneurs, many of them small 
businesses. It is critical to remember that the Internet’s name brands of today were just “good 
ideas in garages” a decade ago. College kids created Google. A hobbyist conceived the idea for 
eBay. A teenager wrote the code for Instant Messaging. Some of the most popular sites on the 
Internet right now — MySpace, FaceBook, and YouTube — didn’t exist three years ago. This 
technological revolution keeps turning because the Internet is an unrestricted free marketplace of 
ideas where innovators rise and fall on their merits. 

The laws that protect this free market are Network Neutrality rules. Without the rules, innovators 
are at the mercy of the network owners saying who can and cannot succeed. Think about the 
repercussions of simply raising money from investors in a world without Network Neutrality. 
How many venture capitalists will embrace a business plan if the first line reads: “Strike a 
favorable deal with AT&T”? It is simply a non-starter for entrepreneurs that will stifle 
innovation. 

This nightmare scenario is hardly hypothetical. Hardware manufacturers currently advertise 
routers that have the ability to investigate the packets flowing onto a network to determine the 
origin of the content or application. Comcast was recently revealed to be using a technology that 
blocks particular applications that might one day compete against cable television. Complaints 
are pending at the FCC on this matter. The danger of content discrimination is clear. If the 
content comes from a “preferred” provider that has made a deal with the network, it is guaranteed 
quality of service. If the content is from an unaffiliated source, the router can de-prioritize the 
content and degrade the service. Network operators are already planning to manage bandwidth to 
maximize revenue streams through discriminatory deals with third-party providers. This distorts 
the market, undermines competition, and smothers innovation. It must not be permitted. 


5. Rural America, which is home to nearly 25% of the nation’s population, comprises 
75% of this nation’s land mass. However, large parts of rural America are losing 
out on jobs, economic development, and civic participation because of inadequate 
access to high-speed Internet. The Federal government has initiated programs like 
the Rural Development Broadband Loan Guarantee Program, but from a practical 
standpoint, these efforts appear to be wasted. What are some specific things the 
Federal government can do to encourage rural broadband deployment? Are 
improved broadband data gathering procedures and Universal Service Reform two 
ways that we can improve our broadband penetration rate in rural America? Do 
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you believe a wireless connection can be an effective substitute for DSL or cable 
wireline in rural communities? 

The persistent gap between rural and urban broadband penetration has a number of causes. Most 
of them come down to a simple value proposition. Is the broadband product that is available 
worth buying (assuming there is one to buy)? The core policy problem is to find ways to make 
that product more valuable. At the most basic level, if broadband is totally unavailable, its value 
is zero and our task is simple — we must find ways to get broadband to areas that have no service 
whatsoever. However, these areas are shrinking and the absence of service does not constitute 
our most challenging difficulty. The second level problem is that the available broadband service 
is too expensive and/or too slow — that is, it is not valuable to consumers and so they do not 
subscribe in large numbers. This is particularly true in rural areas that are also low-income areas. 
Here, we will find that computer ownership is also low, as is technology training, a situation that 
does not lend itself to spending limited disposable income on broadband. These are some of the 
reasons why we have a low broadband penetration rate, despite service availability to over 90% 
of households. 

The answer is to bring more and better service to these areas coupled with social programs that 
make broadband more valuable to consumers. The first order of business is certainly better data 
collection. We cannot manage what we do not measure. Currently, we are probably wasting a 
significant amount of USF money targeted at areas that are less needful than others. But we do 
not know, because we do not have data about subscriber numbers that are more detailed than the 
state level. We need granular data that we can cross-reference with demographic information 
from the Census Bureau. We need to know which ISPs are performing well compared to others 
and figure out why. We need to know where there is competition, where prices are high and low, 
and where speeds are adequate and where they lag. And we need to keep collecting this 
information longitudinally in order to measure our progress. 

Armed with this information, we can confidently transition the USF programs from dial tone to 
broadband. It is a long awaited change and the Joint Board has begun to move in this direction. 
USF broadband programs will be the most important factor in increasing rural broadband 
penetration. But they must be paired with programs that bring computers and training to rural 
households. And they must be paired with policies that encourage competition in markets where 
it is economically feasible. If market forces can deliver faster, cheaper broadband and improve 
the value of the products for consumers, we should tap those forces for all they are worth and 
supplement them with USF support. 

While it is possible that wireless broadband may one day be a substitutable product for DSL and 
cable modem, it is not a substitute today. Further, there is little reason to believe that it will 
become a substitute in the near future. Wireless broadband is typically twice as expensive and 
half as fast (at best) as a wireline broadband product. It has the advantage of mobility, but 
consumers use wireless broadband for different purposes than home broadband connections. 
According to the FCC, almost 90% of wireless broadband products are purchased by business 
consumers. This clearly indicates the state of the market today. Judging the market as it stands 
today, it would be very risky to bet that wireless will catch up to wireline and be a substitutable 
product that eliminates the need for wireline infrastructure. On the contrary, high capacity wired 
networks appear to be the clearest path back to global competitiveness for US broadband markets. 
Wireless will add a product market for mobile devices. 
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6. One thing that 1 find exciting about the Connect Kentucky project discussed during 
the Committee hearing is the tremendous amount of data that will begin to allow us 
to test the effects of different policies. However, in your testimony you advocate a 
number of policy changes by citing that the data we do have proves that there is an 
immediate problem that must be addressed. In your opinion is this prudent public 
policy? Shouldn’t we first improve data collection efforts and evaluate whether 
proposed policies are likely to address the above mentioned problems? 

There is indeed a great need for more and better data to assess the problems in the broadband 
market and craft targeted solutions for micro-level problems. There will be a variety of policies 
that we should not enact until we have more information. However, the existing data show us 
quite clearly where the macro-level problems are and point to immediate actions we can take to 
begin addressing them. The data gaps are at the local and state level with regard to deployment, 
speed, price, and penetration rates. We have very useful data at the national level, particularly on 
subscriber numbers as well as reliable figures for price and speed. We can break out the two 
types of data/solution pairings as follows: 

At a macro-level, the existing data is sufficient to demonstrate the absence of meaningful 
competition in the marketplace for broadband access. The FCC cannot tell us much about the 
specifics of broadband adoption in different zipcodes, but the numbers are accurate when it 
comes to showing (at a national level) which technologies account for most of American 
broadband connections. We can see that well over 90% of connections are controlled by the 
regional duopolies of cable and telephone companies. Wireless connections, while increasing, 
are substantially business connections, and they remain expensive and slow, putting them outside 
true competition with wireline products. We can also use various international and commercial 
data sources to compare prices, speeds, and penetration rates to show that the US is considerably 
behind its global competitors in each of those metrics. While we may not be able to precisely 
identify just how far behind we are, the trend lines are clear. These data points all suggest that 
policies tliat promote competition and deployment are immediately in order. Conversely, any 
current policy decision that bears the risk of reducing competition should be halted. 

This leads to recommendations for pro-competition policies such as opening the broadcast “white 
spaces”, protecting the rights of municipalities to offer broadband, and conditioning spectrum 
auctions on pro-competitive conditions. Further, these data points suggest against any reforms of 
special access regulations that may result in the elimination of competitors. Finally, the policy 
rationale for Network Neutrality is clear and present — a small group of network owners have 
market power over access to the Internet. 

At a micro-level, there is a strong need for new data to craft local solutions. For example, the 
USF programs should be transitioned to broadband. However, targeting the funding to the areas 
that need it most will be difficult without more granular information about what is happening in 
local markets. Similarly, efforts to target other subsidies (such as tax incentives) should be 
reserved for systematic use when we can direct the resources appropriately. Finally, the need for 
social programs that provide computers and training to those areas with broadband access but low 
broadband penetration will be best understood with better data. In all these cases, however, the 
data is sufficient to suggest which direction we should be moving toward, even if it does not 
permit specific decisions. Notably, we cannot wait until a new batch of better data arrives to 
begin the long, slow process of USF reform. 

7. Can wireless Internet be the solution to the lack of deployment in rural areas? Why 
or why not? 
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As I have noted in my previous answers, the state of wireless broadband today does not suggest it 
is a viable solution for rural broadband deployment in the near term as a substitute for wireline 
connections. Wireless has many advantages, and it should be deployed in rural areas, just as it is 
in urban areas where wireline connections are more prevalent. Mobile communication through 
wireless broadband promises to become more and more essential to consumers. However, tlie 
price per unit of speed in wireline connections appears likely to outstrip the capabilities of 
wireless for the foreseeable future. If, as many believe, we are headed toward a fiber-optic future, 
there will need to be considerable advances in wireless in order to bring it into parity with a wired 
infrastructure. That said, if wireless is the only teehnology that is cost-effective for deployment 
in some rural areas (and the alternative is nothing), then it should certainly be promoted. 

But the bottom line is that wireless and wireline broadband are developing into two distinct 
product markets. Each has its advantages and disadvantages. Each is valuable to consumers for 
different reasons. Each carries social and economic benefits that we all want for our 
communities. Consequently, we should be thinking about a broadband policy that brings both of 
these technologies to rural areas, just as we are in urban areas. 
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Brian Mefford 
President & CEO 
Connected Nation, Inc. 
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Response to Post-Hearing Questions from the U.S. Senate Committee on Small Business 

and Entrepreneurship 

October 31, 2007 

1. One argument made by the FCC and others is that we don’t need any 

consumer safeguards for Internet users - including “net neutrality” - because 
there is robust competition in the broadband market. However, most people 
in any state are lucky if they have more than one choice for broadband 
provider. Do you consider the broadband marketplace to be highly 
competitive? If the market place is competitive, why do we continue to 
experience a lack of broadband penetration, specifically in rural areas? I hear 
a lot of talk about how wireless broadband from a cell phone tower is a viable 
alternative for DSL or cable modem. Do you believe a wireless connection is a 
capable substitute for DSL or cable Internet? 

The marketplace is competitive in markets that can sustain competition. Every 
American needs broadband availability, and a large part of Connected Nation’s 
mission is to ensure that every resident and business has some form of broadband; 
however, if we force additional providers in rural areas where there is not a market 
for them, the businesses would fail. Competition is certainly ideal, and that is the 
reason Connected Nation’s work is focused as much on driving adoption of 
broadband and demand for services as it is on mapping the broadband gaps. The 
better consumers can effectively demonstrate demand to service providers, the 
more likely it is that providers will see the business case for offering additional 
service. To this end, oftentimes after Connected Nation convinces a provider to 
deploy service in an unserved area, competition quickly follows as a result of the 
immediate response from consumers to subscribe to broadband at higher-than- 
expected rates for a rural area. This high adoption rate is a result of the “demand 
side” local technology planning process and awareness building that Connected 
Nation facilitates and empowers in every community across a state. 

During ConnectKentucky’s initial program development stage, the resounding 
message from both large and small providers was, “We want to help serve the 
unserved areas, but until we get those who are already served to actually subscribe, 
we cannot continue to invest in areas where we will lose money.” When we 
conducted surveys to understand the barriers to Internet and broadband adoption, 
the results showed that the top reasons people did not subscribe were not associated 
with cost of the service or lack of availability, but rather that people did not own a 
computer or did not understand why they needed broadband. It was research such 
as this that laid the groundwork for the development of a demand-driven model for 
broadband expansion. 
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The good news with competition is that our research shows that in areas where 
there is little to no competition, consumers are not seeing a difference in price or 
satisfaction of broadband service. That is, consumers pay around the same amount 
for broadband service regardless of the number of providers, and consumers report 
high satisfaction levels across the board. 

Recent research released by the Information Technology & Innovation Foundation 
supports Connected Nation’s research, indicating that lack of competition in 
broadband markets has not produced the negative effects for consumers that might 
be expected. 

http:/Avww.itif.ora/files/BroadbandCompetition.pdf 

In response to the question of whether wireless broadband is a viable solution, there 
is an important distinction to make between fixed wireless broadband and mobile 
wireless broadband. Fixed wireless is a reliable and affordable form of broadband 
that can produce speeds at or near wireline broadband at a fraction of the capital 
investment required for running cables or upgrading telephone facilities. Fixed 
wireless has been deployed in many rural communities where there is no other 
economically sustainable solution, and these rural residents and businesses are now 
using the Internet in life-changing ways - through e-government, teleworking, 
online businesses, workforce development, online education, and the list goes on. 
However, mobile wireless broadband is a very different form of service. Mobile 
broadband is accessed only through mobile devices, and there are limitations to this 
service - particularly in rural areas. While this service (in the areas it exists - 
which are mainly metropolitan areas) provides another advanced service option for 
consumers, and is certainly a great product. Connected Nation does not consider 
this technology, as it is available today, to be a “replacement option” for primary 
home broadband use, and this service is not included in the broadband availability 
numbers reported by Connected Nation state programs. 

2. The U.S. is made up a unique geography and population density when 
compared to other countries. With 32 people per square kilometer the U.S. 
ranks 12“' in population density and IS"" in terms of broadband penetration. 
However, other countries who are leading the way in broadband penetration 
have much higher population densities. For example, Korea is ranked 2’“' in 
broadband deployment and has a population density of 481 people per square 
kilometer. Is population density a key factor in broadband deployment, and if 
so. are we implementing proper policies to suit our unique geography? Why 
or why not? 


Population density is certainly a key factor in broadband deployment; however, it is 
not the only one. Terrain is another primary fector. Certain teehnologies work 
better in partieular topographies. The critical question that Connected Nation must 
ask when working with communities and providers to serve unserved areas is this: 
“What technologies are available that can provide the most cost effective and 
sustainable solution for this community and its needs?” The geography of each 
state (and often each county within a state) is different, and it doesn’t make sense to 
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implement a “one solution fits all” approach for a country like the United States. 
The ConnectKentucky program has proven that statewide solutions can be 
effectively achieved if communities are provided with resources for local 
technology planning and if providers can unite behind a common purpose for 
filling the broadband gaps in a way that makes economic sense. It is these two 
pieces coming together that drives local solutions to local problems - across an 
entire state, and ultimately across all states. 

Senate Bills 1190 and 1492 provide a policy framework and resources for state 
based programs to effectively implement accurate broadband mapping in 
coordination with local technology planning. These bills establish a simultaneous 
supply and demand process that drives broadband deployment and also improves 
broadband use. 

3. The Internet Tax Freedom Act, which is set to expire on November 1, 2007 
places a moratorium on the ability of state and local governments to impose: 
(1) new taxes on Internet access: or (2) any multiple or discriminatory taxes on 
electronic commerce. I am greatly concerned that allowing the moratorium to 
expire would be devastating to small businesses. For example, increasing the 
cost of Internet access to home-based consumers would reduce consumer 
demand of and reduce telecommunication companies’ incentive to build rural 
broadband networks. Without broadband, rural small business would be 
unable to access high-speed Internet and truly compete in the global 
marketplace. What would be the impact on small businesses if we begin to 
allow state and local governments to tax Internet access, please describe? 

From vour perspective is there any merit to mv concerns? 

While Connected Nation has taken no official stance on the Internet tax 
moratorium, it does recognize the inhibiting factor that increased taxation can have 
on the broadband market and its development. At the same time, however, because 
Connected Nation’s public-private partnership model depends on state and local 
government support, Connected Nation also understands the desire of state and 
local governments to increase their tax revenue. Due to the 4-year temporary 
moratorium that became law this week, Connected Nation will continue to 
ascertain what it believes to be right balance between the necessary freedom of the 
market to make investments in infrastructure and the needs of government. 

4. Rural America, which is home to nearly 25% of the nation’s population, 
comprises 75% of this nation’s land mass. However, large parts of rural 
America are losing out on jobs, economic development, and civic participation 
because of inadequate access to high-speed Internet. The Federal government 
had initiated programs like the Rural Development Broadband and Loan 
Guarantee Program, but from a practical standpoint, these efforts appear to 
be wasted. What are some specific things the Federal government can do to 
encourage rural broadband deployment? Are improved broadband data 
gathering procedures and Universal Service Reform two wavs that we can 
improve our broadband penetration rate in rural America? Do you believe a 
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wireless connection can be an effective substitute for DSL or cable wireline in 
rural communities? 


Passage of S. 11 90, the Connect the Nation Act, or S, 1492, the Broadband Data 
Improvement Act, is the first action the federal government should take to 
encourage national broadband deployment. Both pieces of legislation, by assisting 
states with state-based programs that include a public-private partnership such as 
ConnectKentucky, would improve both broadband data and deployment. 

As outlined above, fixed wireless broadband is a cost-effective and sustainable 
solution for many rural communities, and can be an effective substitute for DSL or 
cable. 

S. The benefit of broadband deployment is undeniable and ConnectKentucky’s 
efforts at the municipal level through public-private collaboration should 
certainly be commended. As a matter of fact, the Government Accountability 
Office (GAO) has singled out ConnectKentucky’s broadband data gathering 
efforts, noting that they are a significant improvement over the Federal 
Communications Commission’s zip code data. As I understand it, the FCC 
currently relies on zip codes to determine if broadband is reaching all 
Americans. If one subscriber in a zip code receives broadband, the FCC 
assumes that broadband is available throughout the area. But I have often 
heard an analogy that this is like saying, if one person in a zip code drives a 
Mercedes, we can assume throughout the zip code, everyone drives a 
Mercedes. How does ConnectKentucky. and now Connected Nation’s, 
manning methodology improve upon the FCC’s current data gathering 
efforts? While ConnectKentucky has shown great strides in broadband 
deployment, what challenges were you faced with throughout the initial start- 
up and how have you overcome them? Are you still facing challenges today? 
If this system is truly expandable to all states, would they too, encounter 
similar obstacles? 


The Connected Nation mapping methodology is rooted in a community driven 
technology planning process that creates demand for broadband and IT services, 
which in turn drives the supply. The success of this model is partially dependent 
upon its comprehensive nature - it systematically addresses both supply and 
demand through specific programs and processes that include not only statewide 
mapping of the broadband “gaps” and the creation of market intelligence maps for 
providers for unserved areas, but also targeted application development and 
awareness building which is enabled by county level research on business and 
residential use of technology and barriers to adoption, computer distribution 
programs for underprivileged children, and the grassroots creation of a local 
strategic technology plan for every county. All these pieces are combined and used 
in collaboration with providers and communities to leverage resources and find 
solutions for each unserved area in Kentucky - to ensure that all residents and all 
businesses have the ability to subscribe to broadband - and to simultaneously bring 
about dramatic increases in technology use for economic and community 
development. 
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Connected Nation developed this model after years of research and discussions 
with Kentucky providers who told us that they want to help serve the unserved, but 
they can’t invest further until they Increase take rates in those areas where they 
have already invested. This type of information led us to the development of what 
is now the Connected Nation model which creates specific and measurable 
programs to drive demand and increase technology literacy. 

Broadband mapping is one of the foundational tools Connected Nation uses to 
implement this process across a state. Connected Nation works directly with 
broadband providers to understand exactly where broadband service is offered, 
down to a street level. This process involves relationship building and taking the 
time to understand how this information can be provided in the most safe and 
efficient way. It is part of Connected Nation’s job to make this process easy and 
valuable for providers. 

The broadband “gap identification” map, however, is simply the first step in the 
process of finding broadband solutions for unserved areas. Once the gaps are 
identified. Connected Nation develops a series of maps that drill down into those 
unserved areas and analyze those markets. This includes analysis of household 
densities at a very granular level, terrain analysis, identification and evaluation of 
existing and potential infrastructure that could be used for fixed wireless 
deployment such as water and cell towers, and mapping of proposed infrastructure 
such as water lines, sewer projects, and future roads. It is this analysis, used in 
combination with Connected Nation statistical research on technology adoption 
among local residents and businesses, which provides the basis for discussions with 
providers and communities in finding solutions. 

Early on in the research and development of the ConnectKentucky model, we 
quickly learned that many broadband providers are not willing to hand over 
proprietary and confidential infrastructure data to the state. So it was decided to 
house the operation within the nonprofit 501(c) 3 that is now called Connected 
Nation. Although it took a good deal of time and effort on the front end, this 
process now works well because providers have built a trust with Connected Nation 
and its ability to hold data confidential as well as produce high quality GIS maps 
that are usefiil for providers in encouraging deployment in the hardest to reach 
areas. Perhaps most importantly. Connected Nation staff understands both the 
industry as well as community needs. They serve as the experts in the middle who 
can build partnerships at both the state and local levels to find the best solutions for 
those “last mile” areas. 

Other states such as Tennessee are now working with Connected Nation to build 
public-private partnerships similar to ConnectKentucky. Fortunately for these 
states, the early research and development was done in Kentucky, and Connected 
Nation is now able to help implement more cost-effective solutions in a shorter 
period of time. Although the environment of each state is different, and thus the 
details of implementation are different, these states are reaping the immediate 
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benefits of using the resources of an organization that invested years to build 
provider trust and to develop a model that works for any state. 

6, My home state of Maine has recently adopted the Connect Maine Authority, 
an ambitious initiative committed to ensuring that 100% of Maine 
communities have wireless coverage by 2008. Like ConnectKentucky, 
Connect Maine attempts to create a public-private partnership for expanding 
broadband deployment. How can we learn from what’s going on with 
ConnectKentucky and how successful can the program be in other states? 

Should this type of public-private partnership be administered at the state 

level or can it work on a national level? 


Having seen successful results in our state-based efforts, Connected Nation 
believes strongly in the critical role of public-private partnerships in improving 
broadband availability and adoption. Neutral non-profits such as Connected Nation 
play an indispensable role in bridging the gap between the needs of business and 
consumers, government and the free-market. Connected Nation’s success in 
bringing together communities and providers is predieated on a model that uses 
(and effectively protects) proprietary infrastructure data to produce broadband “gap 
identification” maps at a neighborhood and street level, and makes these maps 
publicly available to consumers, policymakers, and providers. Just as importantly, 
the effective use of the maps to fill the broadband gaps is firmly rooted in the 
“demand side” grassroots technology planning teams in every community across a 
state. 

Connected Nation’s extensive research laid the groundwork for the development of 
a demand-driven model for broadband expansion. By using statewide demand 
ereation and local technology planning in every community, the model benefits 
both providers and the state. Take-rates in served areas go up, revenue goes up, 
investment dollars go up. . .and then providers are vested in the program and are 
often willing to move outside their comfort zone to help unserved areas. 

Meanwhile the generation of demand in these unserved areas often creates a 
business case for investment where before there was none. And increased 
technology adoption throughout the state increases the workforce development 
skills of the citizenry, makes businesses more productive, improves healthcare and 
education, enhances government services, and creates a better way of life. 

As such, a key component of the ConnectKentucky program is its demand-driven 
model whereby statewide demand generation drives supply into unserved areas. 
Another critical component is the time that was invested to develop relationships 
with providers to assure them their sensitive broadband infrastructure data would 
be protected and used in ways that benefit the state and its citizens, but would also 
benefit them and their counterparts by creating market intelligence maps to fill the 
broadband gaps. The non-governmental status of ConnectKentucky allows for 
nondisclosure agreements to legally ensure that provider data are held confidential. 
Fortunately, these relationships with providers that developed over years and 
through countless discussions are now being used to enable a similar model in other 
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states through the non-profit Connected Nation, which was formed in response to 
other states’ requests for help with broadband expansion. 

Yet another key feature to ConnectKentucky’s work continues to be its research- 
based approach to strategic development, which enables the creation of targeted 
programs and applications that fit the needs of each specific community. Beyond 
accurately measuring the inventory of broadband services to increase investment, 
ConnectKentucky’s county-level statistical consumer surveys guide and direct the 
local planning teams to create applications that are relevant to local citizens and 
businesses, and it offers insight for providers, policymakers and local leaders into 
consumers’ technology adoption and usage patterns. This rich information on 
consumer needs enables the development of programs such as No Child Left 
Offline - a computer distribution program for disenfranchised populations - to 
target people who are most in need of computers. 

While Connected Nation is aware of efforts to use government entities in the role 
of a non-profit partner in a public-private partnership, based on its positive 
experiences in its state-based programs. Connected Nation believes that the 
successful public-private partnership seen in Kentucky would be inhibited without 
the critical role of a neutral non-profit presence. 

Finally, due to the geographic, cultural, and economic differences that exist 
between the states, and the highly local demand-driven work that is a necessary 
element of any project that seeks to replicate Connected Nation’s success. 
Connected Nation believes that similar efforts are best administered on a state- 
based level rather than as one, national project. 

7. In Mr. Scott’s testimony, he applauded programs like ConnectKentucky. 
However, he stated that there are limitations to your model. He stated that the 
data your program collects is exclusively proprietary. Also, he stated that 
your program doesn’t collect information about price and speed of broadband 
connections. Do you consider these real concerns? If your program was 
instituted on a nationwide basis wouldn’t this hurt the effort to create a big 
picture analysis of the entire country? 

While ConnectKentucky and other Connected Nation programs do establish non- 
disclosure agreements with providers to protect proprietary data such as the exact 
locations of competitively sensitive infrastructure and equipment, nearly all of the 
data collected by Connected Nation becomes publicly available when maps are 
produced. In fact, that is the entire reasoning behind the model - to figure out a 
way to analyze proprietary and competitively sensitive data in such a way that 
providers can be comfortable with - in an effort to publicly produce an assessment 
of where broadband truly exists so that we can work together to fill the gaps and 
increase technology adoption at the same time. 

Further, the mapping dataset is only one piece of the range of data collected by 
Connected Nation. Just as importantly, we conduct extensive telephone surveys 
among residents and businesses to understand technology use and barriers to use - 
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the results of which are public. Connected Nation’s qualitative data collection with 
local technology planning teams is also public, and the strategic plans of those 
groups are public. All of this information is posted on the websites of Connected 
Nation’s state programs. 

Connected Nation does collect extensive information about price and speed of 
broadband. Mr. Scott was likely referring to the fact that we do not collect this 
information from providers, but rather, from consumers themselves. Collecting this 
type of data from providers is not only inefficient, but it does not give a clear 
indication of what residents and businesses are actually spending or using. 
Connected Nation collects price information directly from consumers through 
statistical telephone surveys at a county level and through local teams. Speed data 
is collected through online consumer speed tests, which follow in the footsteps of 
the Communication Workers of America’s Speed Matters campaign. These state- 
based tools enable granular data collection of actual speeds (as opposed to 
advertised speeds) with a representative sample for all communities. 
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Wallsten Responses to Questions from Senator Olympia Snowe Regarding Broadband 

Availability 

i . One argument made by the FCC and others is that we don’t need any consumer 
safeguards for internet users - including “net neutrality” -because there is robust 
competition in the broadband market. However, most people in any state are 
lucky if they have more than one choice for broadband provider. Do you consider 
the broadband marketplace to be highly competitive? If the market place is 
competitive, why do we continue to experience a lack of broadband penetration, 
specifically in rural areas? I hew a lot of talk about how wireless broadband from 
a cell phone tower is a viable alternative for DSL or cable mod«n. Do you believe 
a wireless connection is a capable substitute for DSL or cable Internet? 

Contrary to conventional wisdom, broadband penetration in the U.S. is not low compared to 
other developed countries. Residential penetration in the U.S. was just over 50 percent in early 
2007. This household penetration rate compares to an average of about 28 percent for EU 
countries. As Figure 1 below shows, relative to EU countries, U.S. residential broadband 
penetration is below only the Netherlands and Denmark.' 

Figure 1 

Household Broadband Penetration in the EU and US 
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* i thank Stephanie Hausladen for excellent research assistance in preparing these responses. However, the opinions 
expressed in this document are mine alone and I am solely responsible for any mistakes. 

' Household penetration in Japan, according to the OECD, is about 65 percent. Beginning in 2004 household 
penetration in Korea was reported in a way that made it impossible to compare to other countries. Nevertheless, 
household penetration in Korea was about 67 percent in 2003, so it must be higher than in the U.S. 
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These numbers differ from the standard OECD estimates because the OECD attempts to count 
both residential and business connections. Unfortunately, it is difficult to count business 
connections. Most computers in office buildings in the U.S. connect through special access 
lines. Neither the FCC nor the companies that supply the special access lines know how many 
computers are connected. Thus, these connections are excluded. 

The only reliable way to estimate residential penetration is through surveys. The EU has 
conducted surveys of about 26,000 households annually for several years. The Pew Internet and 
American Life Project surveys about 2,200 households in the U.S. each year (several private 
research firms also conduct similar surveys).^ The OECD itself now recognizes these issues, and 
publishes household survey information in addition to its rankings.^ 

Consumers are adopting broadband remarkably quickly. It is important to remember that 
broadband is relatively new, and is being adopted faster than most other new technologies. 

Figure 2 shows that American households are adopting broadband faster than they adopted cable 
television, personal computers, CD players, or VCRs. 


Figure 2 

Percentage of Households With Selected Technologies'* 



Years Available to Consumers 

• — Basic Cable Subscriptions — • — VCRs 

~ -♦*- - CD Players — • — DVD Players 

• Household Broadband Penetration ■ PCs 


^ http://www.pewintemet.org/pdfs/PIP_Broadband%202007.pdf 

^ The OECD’s new “Broadband Portal” is available here: http://www.oecd.org/sti/ict/broadband. 

^ Sources: Data for PCs, VCRs, DVD players are from the Consumer Electronics Association 
('http://www.ebrain.oreA . Data for basic cable subscriptions are from Cable: A.C. Nielsen Co. as reported by the 
National Cable & Telecommunications Association (NCTA 

http://www.ncta.com/ContentView.aspx?contenlld=3577 (cable figures begin in 1972, which is widely regarded as 
the beginning of the cable industry's modem history as a satellite retransmittal service), and household figures are 
extrapolated from the U.S. Census). Broadband data are from Point Topic. 
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The market appears to be reasonably competitive and continues to become more so. The FCC 
reports that DSL is available to 79 percent of all households that have telephone service from an 
incumbent local exchange carrier and that cable broadband is available to 96 percent of all 
households that can subscribe to cable television.^ In addition, the FCC data show that the 
percentage of zip codes with four or more broadband providers has increased from 31 percent in 
2001 to 83 percent in 2006. The FCC’s zip code data have some well-known flaws, but they 
show a clear trend of increasing competition (Figure 3).* 


Figure 3 

Percent of Zip Codes With Four or More High-Speed Providers 



While competition is increasing, few consumers have more than two choices for wired 
broadband connections (DSL and cable).’ Additional competition, therefore, is likely to come 
from wireless providers, at least in the short- to medium-term. Consumers have many choices 
for wireless broadband. Both Sprint and Verizon Wireless offer wireless broadband, and at least 
two satellite companies (Wildblue and HughesNet) offer coverage that blankets the country. In 


’ FCC. “High Speed Service for Internet Access.” October 2007. Table 14. 

‘ In particular, the FCC counts a provider as offering service in a zip code no matter how many customers it has. 
This method of counting overstates the degree of competition. 

’ Some consumers may have additional choices from “overbuilders” — competing cable networks such as RCN — but 
these serve only a small share of consumers. 
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addition, a large number of small Wireless Internet Service Providers (WISPs) provide service 
over relatively limited geographic areas,* 

Wireless broadband is slower and more expensive than wired connections, but speeds are 
increasing and prices are falling. For example, in 2005, Verizon’s wireless broadband service 
cost $79.99 per month for a 400-700Kbps connection.’ Today, Verizon and Sprint offer 
download speeds of 500Kbps- 1.5Mbps for $49.99-$59.99 per month.'” In two years speeds have 
approximately doubled and prices have decreased by 25-40 percent. Satellite companies are 
upgrading their broadband offerings as well. Wildblue offers a maximum speed tier of 1 ,5Mbps 
for $79,99 per month." 

While wireless service continues to improve, it cannot currently match wireline (especially fiber) 
speeds. Comcast offers a cable connection of 6Mbps for $57,95 per month and Verizon offers 
3Mbps with DSL technology for $29.99.'^ As a result, wired and wireless cannot be perfect 
substitutes. The question is how substitutable are they? 

Many subscribers have little need (currently) for very fast connections.'” As a result, for most 
consumers wireless is potentially a good substitute for wired broadband and it thus puts 
competitive pressure on wired broadband providers. Prices for wireless broadband have already 
decreased considerably as speeds have increased. As additional spectrum is introduced into the 
market, technology improves, and competition increases, prices will continue to come down. 


® See http://www.bbwexc hang e.coni/toplOwisps.asp or http ://\\'ww .wispa.org/ 

^ http://vvww.prnewswire.com/cgi-bin/stories.pl?ACCT=l04&STORY=/www/storv,/08-29- 
200.S.''0004095.S 12&ED.ATE = 

'° littD:/./www. sprintbroadband.com/download spccds.htnil . http:/i'b2b.vnv.coni/broadband/coveragearea.litnil 
" litfp://www.wi]dblue.coni/cetWiidblue/doSeTviccAv'ailabiHtvScarchAction.do 
" http;.// www22.verizon.com/content/consumerdst/plan s,tan+plans-''all+r>ian.s.htm . 
bttp:// w ww.corncas t .com./Shop/Buvflow/defaiiit.ashx 

” The Pew 2007 Home Broadband Adoption Report finds that the most common online activities among household 
with broadband cormections is emai! (95% of home broadband users), “look[ing] for information about a hobby or 
interest” (89%), getting news (79%), doing research for one’s job (57%), and looking for information on Wikipedia 
(42%), 
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2. The U.S. is made up of a unique geography and population densit>' when 

compared to other countries. With 32 people per square kilometer the U.S. ranks 
12th in population density and 15th in terms ofbro^band penetration. However, 
other countries who are leading the way In broadband penetration have much 
higher population densities. For example, Korea is ranked 2nd in broadband 
deploy nicnt and has a population density of 481 people per square kilometer. Is 
population density a key factor in broadband deployment, and if so, arc we 
implementing proper policies to suit our unique geography? Why or why not? 

Population density is important, since it is less costly to provide service when people live closer 
together. Many studies have shown a statistically significant positive correlation between 
various measures of population density and broadband penetration. While there is no evidence 
of an overall market failure, it is certainly true that some rural areas lack coverage. 

We do not yet have good evidence on what policies can improve access in rural areas. Existing 
approaches, such as the Rural Utilities Service, offer no studies demonstrating that their grants 
have efficiently improved access. In its 2005 annual report (the most recent available), RUS 
notes that “[sjince 2001, Rural Development has utilized a variety of loan and loan guarantee 
programs to provide over $3 billion in funding and assist over 1 .3 million rural subscribers in 
accessing new broadband technologies.”''* These numbers suggest that RUS has spent about 
$2,300 per person connected, which implies that the program — based on the agency’s own 
numbers — is not especially efficient. 

I will discuss the universal service program in answer to question 7 below. 


The report does not provide any details on how the number 1.3 million was determined, or whether any empirical 
testing was done to determine whether the program itself was responsible for making broadband available to those 
1 .3 million people. 
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3. The Internet Tax Freedom Act, which is set to expire on November 1, 2007 places 
a moratorium ori the ability of state and local governments to impose: (1) new 
taxes on Internet access; or (2) any multiple or discriminatory taxes on electronic 
commerce. I am greatly concerned that allowing the moratorium to expire would 
be devasialing to small businesses. For e.xample, increasing the cost of Internet 
access to home-based consumers would reduce consumer demand and reduce 
telecommunication companies'' incentive to build rural broadband networks. 

Without broadband, rural small businesses would be unable to access high-speed 
Internet and truly compete in the global marketplace. What would be the impact 
on small busirttsses if we begin to allow state and local governments to tax 
Internet access, please describe? From your perspective is there merit to my 
concerns? 

I agree with your concerns. I see two problems from an economics point of view. First, to the 
extent that consumers remain price sensitive when choosing whether to subscribe to broadband 
services, such a tax would be inefficient and therefore costly to the economy. Second, taxing the 
service would increase prices and thus reduce demand. To the extent that policymakers want to 
increase penetration, such taxes would undermine those efforts. 
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4. \Vha( makes the Internet special is that it costs virtually nothing to create a 

website anti said and receive electronic files and other data. Small businesses can 
sell their products in the same manner as their large corporate competitors, 
wilhoii! the inhibition of geography - something that's critical to businesses in 
rural kwations, Cost is not a barrier to access, and therefore those who use the 
Internet can access virtually any content from an infinite universe of on-line 

sources, commercial or otherwise. What concerns would you have with an 
Imernei where cost is a barrier to 3cces,s? Do you feel we are headed in that 
direction? Why or why not? 

The Internet has had a positive effect on entrepreneurship and given small businesses access to 
new markets. The key question in the net neutrality debate is how to balance incentives to invest 
in the edges (content) versus in the network. Network neutrality proponents believe all 
innovation should occur on the edges, while opponents focus on investment in infrastructure. 

The truth is that in this type of market the right pricing structure simply is not obvious. We 
should encourage innovation in both content and infrastructure.'^ 

We do not yet know what the most successful business models will be, and we do not know what 
businesses might develop under other pricing schemes. For example, it is possible that a tiered 
Internet service of the type net neutrality proponents generally oppose would yield new 
businesses that cannot work without guarantees of very high levels of reliability and speed. 
Consider letter and package delivery. FedEx succeeded precisely because it is able to offer faster 
and more reliable service for those who need it. 

The vast majority of small businesses impose few, if any, additional costs on the network. They 
are unlikely to ever pay for more than their own Internet connection. Other businesses might 
impose very high costs on the network. Peer-to-peer file sharing, for example, can lead to 
network congestion. Asking those companies to pay for the costs they impose on all other users 
would increase efficiency. 


To date (to my knowledge), the only instance of contractual fees between a content provider and a broadband 
provider is actually one in which the content provider demands fees from the broadband provider rather than the 
other way around. Broadband subscribers can navigate to ESPN360.com only if their ISP (e.g., Comcast or 
Verizon) pays ESPN a per-subscriber fee. If a subscriber of an ISP that does not pay the fee goes to ESPN360.com 
she will see a message that reads, “Your internet service provider doesn’t cany ESPN360.com, so you are missing 
out on over 2,500 free live events.” This reverse violation of net neutrality highlights several points. First, it is not 
obvious who has market power. In this case, ESPN can charge ISPs, not the other way around. Second, some 
products may be developed only if the innovator is free to try new pricing models. ESPN360 simply may not exist 
if it were not allowed to charge ISPs. Third, some ISPs use availability of ESPN360 as a way to differentiate 
themselves from other ISPs. RCN, for example, promotes the availability of ESPN360 as a reason for consumers to 
sign up (http://investor.rcn.com/ReleaseDetail.cfiTi?ReleaseID=269130). 



5. Rural America, which is home to newly 25% of the nation’s population, 
comprises 75% of this nation’s land mass. However, large parts of rural America 
arc losing out on jobs, economic devctepment, and civic participation because of 
inadequate access to high*speed Internet. The Federal government has initiated 
programs like the Rural Development Bro^band and Loan Guarantee Program, 
but from a practical standpoint, these efferts appear to be wasted. Wbat ate some 
specific things the Federal government can do to encourage rural broadband 
deployment? Are improved broadband data gathering procedures and Dnivereal 
Service Reform two ways that we can improve our broadband penetration rate In 
rural America? Do you believe a wireless connection can be an effective 
substitute for DSL or cable wireline in rural communities? 

[My responses to questions 2 and 7 cover many of these issues]. 

I do not believe that any empirical evidence demonstrates that rural America has been harmed by 
inadequate Internet access. To the extent that there are market failures in rural areas, policies 
should be carefully targeted to address specific problems. 

6 . In your testimony you cite one problm Ihm Congress could address right now, 
opening more wireless space for broadband. Many people argue that wireless 
Intemei is both too expensive and too slow. Why do you believe this is one of the 
more Importam issues for Congress to address now? 

Additional spectrum will make it easier for providers to offer faster broadband services, and 
additional competition will help drive down prices. 

In my testimony, I was referring specifically to the spectrum sold in the Advanced Wireless 
Services (AWS) auction in August and September of 2006. New entrants are poised to offer 
nationwide wireless broadband. In particular, with its new spectrum T-Mobile can roll out its 3G 
network, and a coalition of cable providers also bought spectrum with the intention of offering 
high-speed networks.'® 

This spectrum was made available by moving govenunent agencies to different spectrum bands. 
Revenues from the auction were intended to pay for this move. Unfortunately, while these firms 
have paid for the spectrum, the agencies are not relocating. Their intransigence means that these 
new entrants are facing delays in offering their new services. 

If improving broadband and wireless competition is a goal, then Congress could push the 
relevant agencies to relocate their wireless use. That action would require no additional ' 
investment or policymaking and would yield immediate benefits to consumers. 


rat.”oM?a^ and Leap Wireless bought spectrum that will allow them to become 
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7. As >tiii well know, in addition lo being an economic driver, broadband also 
enables revolutionary cultural, political, and educational exchange. Many of the 
pending Universal Service Fund (USF) refbtm proposals in the House and Senate 
include provisions that expand the universal service distribution to cover 
broadband expenses. For example, the “Universal Service for All Americans 
Act.’’ which I have cosponsored, would create aSSOO million fiind within the USF 
10 help support deployment in areas currently unserved by broadband service. 1 
believe that the USF should be adapted to help support some level of broadband 
cNpenses. btit I ftar that if done improperly, dte USF could skyrocket to a size that 
consumers and service providers that pay into the fund will be unwilling to bear. 
Please discuss your opinion on the legislation that has been introduced in the 
Senate. In your esteemed opinion, what would be an appropriate way to target 
support for broadband deployment in a way that does not cause an undue 
expansion of the ftind? What benefits would broadband deployment have on the 
software and hardware industries, small business and other areas of commerce? 

W'lial would be the socioeconomic benefits of 
broadband deployment to under served areas? 

Universal service high cost fund expenditures are increasing rapidly (Figure 2). The universal 
service program is flawed. Because it taxes a price-sensitive service (telephone usage) to 
subsidize a service that is less price-sensitive (access) it is inefficient. By taxing poor urban 
people and subsidizing wealthy rural people it is inequitable. It has also been largely ineffective. 
Expanding this program to include broadband would be unwise. 

Figure 2 


Universal Service High Cost Fund Expenditures 



Source: USAC 
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Cross-subsidies in telecommunications are inefBcient and costly to society in large part because 
they tax usage — such as long distance and mobile — which have relatively high price elasticities 
of demand in order to subsidize access, which has a low price-elasticity of demand. In other 
words, our system of funding universal service taxes services for which people are highly price 
sensitive, causing them to change their behavior and use those services less than they otherwise 
would. Hausman (1999) estimated that each dollar raised in taxes on wireless services cost the 
economy between $0.72 and $1.12. Ellig (2005) estimated that taxes on wireless services and 
interstate long-distance to support universal service reduced economic welfare in 2002 alone — 
when subsidies were lower than they are now — by nearly $2 billion.’’ 

Those taxes, meanwhile, are used to subsidize access, which is far less price-sensitive than 
usage. Rosston and Wimmer (2000), for example, estimated in a detailed empirical analysis that 
eliminating the high-cost fund would reduce telephone penetration by only one-half of one 
percent.'* That estimate is likely to be even smaller today given increased competition and lower 
costs.’’ In addition, Caves and Eisenach (2007) found no evidence that payments to CETCs 
increased investment in their service areas.’” In other words, the evidence suggests that the 
universal service program is not responsible for increasing service in rural areas. 

Given the inefficiency, inequity, and ineffectiveness of the universal service program, expanding 
it to include broadband would probably be unwise. 


’’Ellig, Jerry. 2005. “Costs and Consequences of Federal Telecommunications Regulations” Federal 
Communications Law Journal. Vol 58, No. 1pp. 37-102. 

"Rosston, Gregory L. and Bradley S. Wimmer. 2000. ‘The 'State' of Universal Service,” SIEPR Policy Paper No. 
99-18. 

"Rosston and Wimmer (2000) also point out the inequity of the universal service program: they find that 80 percent 
of poor households pay into the fund through taxes on telecommunications services they use and get nothing back. 
“Caves, Kevin W. and Jeffrey A, Eisenach. 2007. “The Effects of Providing Universal Service Subsidies to 
Wireless Carriers.” Criterion Economics. June 13. 
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■< a guest blog post, Sen. John Kerry asks ^ your ideas 0 repair America's brc 

len and affordable Internet for everyone. Resportd to the Senator by ... 

'nator Kerry will circle back to address some of your comments and refxxt on developments In Washlngmn. 


i Sen. John Kerry 


( you talk to anyone in Washington, there's r® disagreement that high-speed Internet access is critical to our 
'conomic competitiver>ess, and that a robust and compefittve broadband market is key toan^fordaWeand^^Hy 


>r small business, it is critical for the growth U>eir businesses and the creation of 
bs. But everyone agreeing that something’s important doesn’t get the bail rolling in 
ashington, and there's been precious HtUe actual progress toward improving 
oadband penetration recently. 


jDin:ttie debate • 


iat's wliy on Wednesday I will chair a hearing to ©rptorc the impact of a lack of 

j adequate broadband access on our nation's small businesses. We'll be looking for ways 

I to move closer to making broadband accessible and affordable for every American and every business. Wei! hear 
I from advocates for greater broadband penetration {including Free Press' own Ben Scott), and 2 FCC commissioners 
jwili be there, as well. You can watch the hearing live at htte://sbc.sen3te.gov. 


Speak Out About Universal Access 


And, in addition to watching, please put in comments below your own thoughts, recommendations, and plans to 
Improve broadband penetration, You spoke ioudiy about the need for new competition as the FCC considered 
spectrum policy. And you had great success. 


So let's keep your contributions flowing as we try to get a better Internet in this country. What are your ideas for 
helping the small businesses and all Americans get faster Internet access? 


As activists on this issue, I know you dont have to hear the statistics: more than 60 percent of the country does not 
many because they don't have access to broadband Internet service or simpiy 


subscribe CO broadband service 
ican't afford it. Even in my home state of Massachusetts, a nationwide leader in technological innovation, broadband 
and that's the fourth-best rate in the country! 


I stili has only reached about 46 percent of the public 


It's almo^ hard to wrap your head around the fact that 7 years into this century, more Americans than not have 
either no Internet access at all or are still ^uck on dial-up. It seems like so long ago that the buzzword was the 
"information super-highway," but much of America is still bouncing down a country lane, That is just unacceptable. 


: Restoring America as a Broadband Leader 


America '• Intn-not spicds tag PTii^ boivnd universal standards The birthplace* of it e ,j ryjivi compLVr and the 
[internet now has far worse broadband penetration than Europe and Japan. \AfittiOUt national broadband access. 
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. V anomic prodiKrtion. 


ia!l businesses -- the backbone of our economy — wont be able to fairly compete. The problem is especially bad 
rural areas, and those are some of the areas most in need of economic development in this country. 


me experts estimate that universal broadband would add $500 billion to our economy and create 1.2 million jobs. 
; need to make universal deployment a nabonal priority to keep America hooked into the increasingly fast global 
onomy, but we can't get that deployment without compefihon in the broad-band market. 


Let's Start Sie Conversation Here and Nov» 


3 need a national broadband strategy wnth a strong federaJ regulatory framework to encourage compebtion; 
mpanies won't get there on their own. Competition spurs innovation, enhance service and reduces prices. And 
life we're at it, we need to make efficient and widely available use of the spectrum, a valuable public asset. Much 
our spectrum is underutilized, shelved and hoarded by selfish incumbents. Revisions to our spectrum policy must 
?ak open the locked portions of our spectrum to mawmize that national resource. From drafting “white spaces" 
jislation to supporting fair spectrum policy. I've advanced and supported a list of measures designed to correct 
2 se market failures and increase broadband access. 


5 way past time for the country to get serious about this. Preadent Bush has promised national broadband by 
07, and we are inexcusably, tremendously, scandalously short of that goat. Previous generations put a toaster in 
ery home and a car in every driveway as signs of economic progress. To stay competitive, we should strive to do 
2 same with nationwide broadband. Our economy, our buanesses and our families are counting on us to deliver. 


I, remember to put your recommendations below, and I'll by to drcte back after toe hearing with another post 
out what I learned at the hearing and from all erf you. 


Al-P 27 UPDATE FROM SEN. KERRY 


tfe been reading throi/gh your comments, and I just wanted to say that there's a tremendous amount of useful 
formation and su^estlons here. I told the FCC yesterday at our broadband hearing that you had some great Ideas. 
"70 much to respond to right away, so I'm going to sit down, read them all carefully and get back to you with a full 
; post responding to your great Ideas and ne)d steps. Thanks for participating; 1 learned a tot already from your 
>mments. m be back soon. 


responses to this 


120 Responses to Questions from Sen. Kerry: Kow C.-in We Connect 
America'^" 
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A O’- f '•’•to'', MA It i>3 unbeltsvabie that in this "wortd city V.? cinno' gi- . , u 

our neighborhood. 


The only viable choice for broadband is through caWe TV. It order to get the best price for broadband 
internet I would have to sign up for cable TV. SateBite internet is another option, but the cost is very high. 


I still use dial-up, because I dont really have the need fcr cable TV right now, and to be honest, the cost 
would be about 3 times higher JUST to get broadband. What's the benefit to that? 


Why can't we get DSL and FIOS into more neighborhoods, and why can't there be lower cost, satellite 
internet options for the "masses", like there is for sateHite radio? 


One of my biggest complaints is the lack of compettion. Why do our lawmakers continue to allow this to 
happen? We desperately need more competition, more choices, better service, lower prices. 


Why don't we have the same choices for internet service providers that people in England do? 


The Internet was born during the time of Local Loop Unbundling, which is what made the internet a 
iccess, and which is the regulation that is currently in effect in most of Europe and in parts of Asia where 
oadband choices are many, speed Is great, prices are lower, and real competition exists. Peple in those 
)untr!es have DOZENS of choices of broadband providers. And the broadband providers are roiling out 
icneir own fiber with no monetary help from those governments. 


Here In the US the Telecomms were given hundreds of billions of dollars in tax incentives to build out 
broadband by 2006, reneged on the deal, kept the money, and then whined to get price protections in place 
that effectively KILl^D LLU and put thousands of ISPs out of business, using the "we don't have enough 
money to build infrastructure" argument. Meanwhile they're spending that dough to lobby you folks so they 
can scr*** us worse. As you can understand, this situation isn't sitting well with us taxpayers. 


Now they want to turn the internet into a push media and tell us what we're allowed to access at high 
speed. They want to be gatekeepers in many ways, and charge for every step of our trip along the network. 
This will effectively KILL the internet, and our economy with it. It will certoiniy put this small business web 
designer out of busii^ess. 


For more details on all this, do some reading here: 

t'ittp;//wetm£K:hirie.com/'tot5f/ 


|http;//www.nif.*manwatchdog.org/index,cfm?fuseaction=Ask_this.view&3Skthisid~186 


land please interface with Senator Durbin on this. He did a fabulous thing over at OpenLeft, opening the 
I conversations with the techies who have the experience running the network and who easily debunked the 
!FUD coming out of the Telecomm Lobbyists. Oddly enough, I remember reading that he did the same 
cxp-"ifrci" on c Ccnscvetivc website with the Bephnnt techies, and ‘hough thee were "OTie minor 
JiTerj ..es r ' ft Mjiuti lu s tlx; siibs tancp wasn’ t as CIS you might expect. 
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■I" cor (vorrh the icrm "Durbin") 


anks for doing this. I feei this issue is right up on top with the Iraq thnig sin^o 
n taking away our voice they've effecdvely WHed democracy And Ncoco is srciii 
Cw just that, quid pro quo for the NSA wirdaps. 


' hich leads me to make one more statement. CorpOTatioiis ncorj to i)0 hok ai rii i caLi si n Imv b ak 


2 law. Don't let AT&T and other 


>natar ,!ohn Kerry on High Sp^ Internet in Amefica - S / //oV . v v 
's-ys; 


, .} join the discussion and leave us some commerits. Thanks for visitinuDotin Koi n. Jlouu ng o 
.aveTheIntemet, com. He hits the major points: broadband acces is good to uvurvnno ncljcing 
business, [,J _ 


I idea would be to make the Internet more like a utility (gas, water, electricity, etc...). As time goes on, 
e Internet will only become more important to sodety. Even now, it is hard to fully participate in social 
id political life without reliable high speed Internet access. This prcAitem will only get worse unless 
oadband access is recognized as a universalHy necessary service. 


Tne Internet as a utility would mean it is universally available, universally affordable, and completely net 
neutral. 


I look forward to 
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pfcw forltiu opemnq Of Ihe current infrasiru^Uiic' u <* -v v 


' :cess currently present. 


t jspectfully, 

■ ayne A, r^anseile 


•susanq, I forgot to point out You said, '"As a recent of &3^n, MA it is 
class" city we cannot get DSL, or FIOS into our rieighborhood." 


ght now Verizon is trying to kili Local Loop Unbundling in the last few places in the Northeast that still 
3ve some sort of Local Loop Unbundling in effect Boston is one of those places, so it's going to get even 
arse if they succeed. 


was recently appalled to discover the 13 states have actually Uitined free wirelei 
teanwhile, the free wireless that is available In many melropolrtan areas is barciv 


, Also, the functionality of US mobile internet devices lags well bch nd those in apa 
- of the EU, because US wireless technology is both considerably more expens >. e to 


;i: i-Ro, the hternet Should be supplied by a government udlrty that is highly regulated. This 

J provide inexpensive high-speed internet to all people. Often times, the big phone companies don’t 
profit in building in some neighborhoods, so they just don’t offer 0« service. This effectively cuts off 
jne living in that area. Many rural areas seem to be in this predicament. It often takes non-profit 
izations like Mountain Area Information Network in Western North Carolina to provide internet 


^www.main.Mc.us/index.html 


Jition to providing access to more people, Congress should pass a law that guarantees Net Neutrality 
jndamantal right every American has. The interrwt should always facilitate and never impede the free 
f data and thus, ideas. FTotect the internet! 


n'n/heip/iicUieutiaiity.html 


; I really like the idea that we make the internet into a ubiity, besides the air.vaves are our p-operty and all 
■that goes with that. You know, we the people, and we should be able to dec.du who geli the conlract to 
manage them on our BEHALF. Believe me the infrastructure argument does not hold water anymore and I 
an ‘■are there a t. no w companies that would drcjoi over the Uioiight of li no oh lielp slmpe i 
h tj'C Sk, treat I" litt a public utility and regulate it I have o funny feeling t'lO'’ * i toose tecta otojical 
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t.(Jvi.'ni-«.mi n‘ , 'u'', k.,i , ^ npiemented will get done 'f I'u'so co -o j on^ u''doi''/Tif1 'h^‘ 

‘vs is OUR WAY OR THE HIGHWAY. lam not again^ them maWng profit but in this era of the DE-VALUED 
(Jcilar those fat cats need to understand the days of pas^ng their high costs of 'ivinn on *"0 '■h'’ crnnjmcr 


S 'nator Kerry, 

'■'•ue competition is the only thing mega corporadon wiS listen to. At this point I think is sl'ou o h 
every citizen to have access to information that educates the populace. The government • hou 
agree with molson3) lust today, I found out I'm loang a>AN2 due to "digital" upgrading. vMm r 
Why don't we have net neutraiity..,and why oh whyare the public airwaves used by corpc alions 
corporations benefit and not the citizenry? If they effeclivelv lake out the internet, we wil' t'or^TT 


I he issues of freedom of information, informational equality, and business rights are at stake. Proponents of 
one side of the debate believe that ail people have a fundamental right to information, and that no one 
should be denied that right by their internet service provider. The other side believes that businesses should 
have the right to regulate the flow of information over their service. 

Because the government is in the business of ensuring a functioning market, and the rights of its citizens, ^ 
there appears to be a dilemma. Fortunately for the Net Neutrality ^e, the case for freedom of information 
can win the debate from a market Endpoint, as well as a human rights standpoint. 

For the functioning of an ideal mariiet, complete information is key. The more people with access to 
nformation, the more likely the market will produce an efficient level of goods and services. The internet is 
’ the perfect means to fuinil this need. It in fact has increased efficiency in the market dramatically since its 
'.nception. 

le businesses who wish to regulate this information would impose far more costs on society than the 

mefits they would gain. Incredibly beneficial externalities that the internet provides act as a public good, 
’The government has an incentive to protect those benefits for society and for the free market. 


Senator Kerry 

I agree with bj. Verlzor> is trying to kill Local Loop Bundling. They are only selecting the areas they fee! like 
coming into in our area. The competition that was promised is only in C^TAIN areas and mine is not one of 
them. So how is that competition. And Comcast keeps raising our rates. You only get the low rates for 1 
vear then you get thrown into a sort-of medium high rate. They give you a sort-of good deal. But Verizon is j 
[Peking and choosing who they want to give their FIOS service to. Mostly into the rich neighborhoods and ' 

[forced into the areas they were forced into so they could lay their fiber opbe cable. ■ 


It we need to keep the high speed Internet available and competiUve to everyone. I also like the utility 
23. It would definitely bring the cost down. That is what we need. Even bundling has not brough the cost 
flown. My neighborhood that I live in even having high speed does not get the benefits of the high speed. 

Dv '«ppv I Id qo* 0 mops Wo barely get 2 mbps md 4 mbps tops fo* tot yeai that i 1 ad t anil 
iComcast is still working on it. And I have been paying for high speed Internet. 






143 



I ' 'I ' nrcL L /.in onre '■omething extra, someOiing a person could live without, a kixurv. No more, it s 
1 . 0 tfcCw jLity sc, m Ti/ transactions take place online — shopping, bilhpaying, even itindWing youf car s 
fork assigraents — Internet access is something "everyone* must have. 


: among us have that access? 


'n ode 1 0 1 to arc' 'vs at libraries and other public peaces {e.g., dty/town halls), free Wi-Fi access would 
o'l./ eruL'C Lvc/onc could jjin access to the Internet Whether this should be funded federally, statewide, 
j Ijco V 15 d'L next d set.', 'on, but I think our goal should be free Wi-Fi access within our cities and towns. 


A'"!, es . ‘‘houid no'' hi. hc|i^ ran* om by a few big companies. It should not be private industry that decides 
who can on J Connot gci ?rcoss, because of where they live, ability to pay, and the like. The ubiquity of 
ovc/dev tHS<s to hr c'lmplf T d online negates that 


[Information wants to be free — aiKl so does the Intemetl 




It s vvi^'th -sme-^ber -g that the internet was develop^ mostly terough federal funding (as a OARPA 
program, amona c'-hers) As such, it can reasonably be regarded as a public utility. The privelege of using it 
s'^ould be V or 3 mplv by paying taxes. As technical demands place an increased burden to provide speed, 

• • tided from the benefits this technological wonder provides. Telecomms 
wane a tvo-fer sy *tam One m wh ich "premium'' users have access to Increased speed and other resources. 
[They vmII cia m thev have to do this in order to cover the costs of improving existing infrasture. At the same 
‘time, tnev w I ask Congress for federal funds to help pay for it. This is a sure way to; a.) squander tax 
revenues i.t wouldn * be the first ti me a Telecomm has squandered federal funds to help cover 
infra'tructure neeos), and b ) further widen the income/education/quality-oWife gap in this country. 


I believe federa' ^ind5 'hould indeed go toward improving internet infrastructure and making it comparable 
to other developed nat ens (South Korea, for example). But if "we" pay for it, we should own it. If we end 
up with a trulv enviab e tool for the future, we should all share in its cost, and have equal access to Its 
benefits Ultimately, I believe this is the only way to ensure that all citizens have access to this increasingly 
important resource. What's true of public highways and public schools is true of the internet - its too 
[important to leave in pnvate hands. 


I Everyone is giving an anecdote, so maybe an anecdote is a proper starting point, 
'du'irg the late 90® to 'o:r. the workforce who were creating what we now see as i 
dtmosohere wjs *'oo exuberant Competidon made it impossible for smaller fish tc 
bacKCJ I=Os sha'k« We paid for this by loang many good companies that never 
' ispecl that the .ntoTtt is constantly evolving. This evolution shouldn't be left t 
money coroo-ate ones or access but to the dream that the Internet will look d 
the Irtern*. t w It hclonq to everyone tomorrow. 


pacK thor'' y”! co I'd d< \o 'rom Fast Fall) Alto where funding for li xtbnoks n lIj s' 
to Palo A'to V ''cr>. yo j ‘ aw a ftw people htre and there thiowing obsok le ~ o to , 
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|| Step off my soapbox. But before I do, I would like to say that Bu^ hasn’t spread Democracy a’ 
/'orld, the Internet has. If access to the Intern^ (esp, high speed) you lose small businesses who 
: iixely have solutions GE hasn't thunk up, you lose artists, musidans, people of conscience speakin> 


■yone possesses inalienable rights. The right to high speed internet has be' 
:h. Am I the only one who still beBeves in rights? 


:The aLlernpt to pt ivatii'e trie internet is biA one more example of the legacy of taxpayer swindles that I'li e 
i the fetid legacy of the Reagan administration and the ^partisan antisodal mentality that has come in iLs 
■: wake. Even prior to this quarter century of extreme oppression, we witnessed near-monopolies of cabiu 
"service" whose unacknowledged leakage interfered with antenna reception and blackmailed even the mo; 
obstinate of non-customers into surrendering. 


hor all the propaganda that has been pounded into our heads for neatly a century, capitalism is not 
c'emocracy— on the contrary, a dictatorship by corporate cronies, such as we have now, Is fascism— at i 
' mythical self-regulation does not render strict governmental control unnecessary, any more than the R 


T reading the other posts so far, a common theme appears to arise: competition. 


It might have been the History Channel that ran a show a few years ago ranking the 100 most important 
inventions of ail time. Ranked #1 was the printing press. Of course, the potential impact of the Internet o 
economic development, freedom and democracy worldwide makes the printing press seem quaint. 


Why didn't television, a more widely distributed technology, outrank its centuries-old predecessor? Some 
might say it's because the tdevision market was quickly consolidated by toe then radio oligopolies, who 
were beholden to a similarly concentrated market of advertisers. 


! Senator, as you're probably well aware, our media market is now more concentrated than ever. Worse, the 
[telecommunications dynasties are busier than ever doing ail they can to close the internet to competition for 
the sake of their already bloated executive paychecks. 


There is simply no better champion democracy and the ideals of America's founders than a leader whc 
/would fight to safeguard the freedom this new technology can usher in. And such protection requires i 
’ taxpayer dollars: 


tep 1 • Pass a "net-neutrality" act, guaranteeing equal access to the internet and preventing the 
:elevision-ization" of this new engine of demoaacy and economic growth. 


Step 2 - Pass another no-taxes*required bill preventing the telecomm, companies from outlawing munc pal 
end other wireless ISP start-ups, as they did in Penr\sylvania. 
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■y question for you is: Are you willing to take a brave stond against special interests, to 
Libiic and open itie Internet for everyone? 


verybody — with the possible excepbon of the phone and cable companies — seems to agree that 
onnecting more people to a fa^er, open and more affordable Internet is a good thing. The question is: 
ow? 


he powerful Telco tobby would have us believe that a "hands off" approach is best — otherwise known as 
land over” control of the Internet to them. 


/e have done this already — lobbyists have slK)ng-armed Washington into ceding to the phone and cable 
omoanies near complete command of the market. Today this duopoly controis more than 96% of 
jsidential broadband connections. But what has this got us? A failed markefpiece, especially when 
ompared to what other advanced countries now offer their citizens. 


he best way to restore America's prominence is to have Congresspeople like you take a stand against the 
■jIcos and ensure that America's communications infrastructure benefits the common good. Like the public 
lighways, the information superhighway must be considered a key piece of public infrastructure ~ an 
ridispensable part of our sodety that provides vast economic and social benefits to all, 


0 that end, It's important to support bills such as the "Community Broadband Act of 2007/' which allows 
ities to wire their citizens much like a 2Ist Century library system. 


t:'s also Important to see that the FCC allows unlicensed access to "white spaces" to open up new 
lossibilities for the next generabon of mobile Internet devices and municipal networks. ’ 


Jrave leadership involves seeing that all broadband networks — whether wired or wireless ~ are open to ail 
jroducers and consumers of Internet content on fair and equal terms without discrimination. "Net 
^evitraHty" and "Open Access" offer maximum choice to all consumers while fostering competition and 
nnovation where it is needed most, It also stops self-interested gatekeepers from holding captive the online 
narketplace of ideas. 


I ifs important to support the "Internet Freedom Presm-ation Act," which protects Net Neutrality and stops 
: ; atekeepers from blocking degrading or slowing down content they don't like. 


America must look at our Internet as one of the great public works projects of our time and build the 
; world's most advanced communications networks without sbfiing the free flow of information that has made 
I It so important. 
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A,s p^r^^in . '■>'! ■3I' ii IP'-, the internet IS a godsend, but tn the fomi of J'ai ui' 'h 
'eglected by all companies as they want one to pay the out of sight mondiiy fee f 
1 1 Rural America and in this town we have but one option for either service with No 
Klin high speed at a reasonable price ' it is not writhinttie average budget of a pt > 
Rlease someone use come common sense and notallow the big Corporations to tak 
«liow the free enterprise system flow free for everyone and without being with one 
o^y and not in the American way of doing things 

Profits for Stockholders and Corporabon salaries come first then the Consumer...th >• 
t re the world for all and espeiaily those who cannot explore much of the world in p» 
‘’0 let's let democracy work and not allow such resbicted access especially in Rural 
.ire not warranted for a internet the taxpaya^ invested in long ago and now BIG LF 
want to control ai! at a drastic price Please don't buy into this rape of the public v. 


[We are being held hostage. Ware's home land security?? AT&T and toier cronies are cababie 
.the best internet sn jcture m the world But not until they are allowed to charge a aim and a 
ivsc'iit y.,d to kno \ that it costs money to do this And they have the Senior in my h me sta*fc 
'drum '=or ’•ho n ^Go don H Smith) But the truth is if they would make it ^ffardahie to 'h 
wcu'd be mpkiiig moio rroney than the billions, they re making now Real my story 
ihttp^//wwvv,s:wetheintoinet.rom.'yourst'^ry >'295837 
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'>1 or t V fcA k-CKy uorou'ws Storm Lake, Iowa has 2. ra! Ic* TV, 2 c i‘' mo i m h gh 'iV >a 
^ ^ ' Lbl ^ gh "pt'ed rnterncl, and 3 phone companies to choose from. 


‘\ciil.c n mo t o’her of Iowa, you're stuck with ^erMediacom for high-speed Internet 
I ( c. j lir u'^jh c< nt'', or Qwest for high-speed aixess via DSL. 


I ’ )• 's rcj''..'n ) DUOPOLY, and HOTH providers want to be given the ability to become "gatekeepers" who 
j ThROTTLc ANY iMlfic that doseirt have a "sweetheart deal" with them. 


That mocins thc<t they would have the ability to decide, arbitrarily, WHICH websites you could access at high 
p(.‘\l whch wirs you rould only access at slow speed, and which sites wouldn't load up AT ALL, because 
ipo prrv'dcs drn''r'’ to pith* r outright BLOCK access to those sites, or THROTTLE access to themll 


\ nat s why, urt ' t ier». a'C MORE rompptitors in EVERY neighborhood in this country, regardless of whether 
O’- not they 'C nen, poor, cr middle < lacs, the U.S. MUST have ENFORCABLE Network Neutrality regulations 
on rho books to -REVENT lh**sL ' incumljorrt" providers from turning the Internet into a "two-tier" system of 
"haves" and "have-nots"!! 


5o, PLEASE put REAL Network Neutrality regulations through Congres5...PUSH 'Ll it GIVES!! 


1X3NT ist cable and phone company lobbyists decide the Internet’s fate for the future!! PLEASE let there be 
MORE competition, and a NEUTRAL, OPEN, and FREE internet FOR ALL! ! 


Please consider the importance of Public, Education, and Government (PEG) services that need access to 
broadband infrastructure. We need you help to support non-commercial voices and ensure Localism and 
Diversity in our evolving communications sector. 


The concept of PEG Broadband is a useful way to organize the fundamental public policy questions that 
leed to be addressed. As you consider the issues for next generation digital media, there are many 
important lessons learned from last generation analog media... here's a modified summary of comments 
offered to the FCC's at a Localism hearing back in 2004 http://www.fccgov/iocaiism/hearirig- 
;Tiotncrey0/2:i 04.html 


1. Commercial media/telecom alone do not adequately serve local community needs and Interests, and 
consolidated ownership exacerbates the problem. 

2. Local public interests are at stake as Congress and the FCC reshape the regulatory landscape. 

3. The best way to promote PEG Broadband services is to ensure local and diverse ownership and to set 
aside bandwidth with adequate operating support for non-commercial, public service media/communications 
'n every local commun'ty. 

** PEG nci-ess niudi i p dc a okkIH foi PEG Broadband to jUpiXirt tnx * jcal m n ou 
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, L Ihnx il <j cjrt-iL » Irirgi' puhlir figure i*? taking on thi*? effort t eaf' on Thu cii rent ' 
t m n the U’i 'Co suites IS riflifuiou*? and riH'ks of frdud, corrupt t)usi Kss pri-ujcc nJ no r. ‘|■'l 
hw p arenent of ' r« <■’'>1 ii)t« rr-st gnjup needs over that of the gcnoial p jhl c 


Vw hn ’] ^qI 0 / I"' i.he C^'meast broadband issue ever-so-closoly over tho Iasi rovv mnnihs 
2P crackdtvyn *hic-i 1 find disheartening considering it's legibmate usaj 0 th i.el's'-e 
jms up rny frustnt o i ' t,, co '' ' t ai “ L oQspol co 


Nov‘, rt It vij read ir SfP Will John Kerry read it in its entirety*’ 1 r in t help but ^■’el *his i-^s.je by i piib’ic 
roi'^rnc.<^ 2 n yviil tl 0 oat iK* pooily represented bacau'it* of a lack undcistii'o nj edurat nn rn the 
subje" T'lt iji il !t,ider of this fight would have a degico in Competor Inro initon Scenre and m\e 
le'Tcctivc k’lowlcdCjC c' network deployment, scalability, and riianagoiiiLr ‘ Nolv, ‘hsianl no the '•'ck o* r 
cc^r’ tfc If- fjovori'rncnl officials, [ don't think ail is lost 


CovPTrrant nccu to first tiff step in aiid tak«* control of the infrastruitu'e Gosc imc,nt Sh'^LI D lay the 
I nes na ntam them, -met prevent blarkoiits - making sure tliat content fion Uu varuj'- da'acentc-rs aroi nd 
the natu’i are peered correctly That's it To inspire competition, providers ihocd ' I'-ovidc sorsice and 
consjma's should be eble to pick from a wide variety of options I dont enderstar d why non 'pohstic 
corpeo^ion is a.iowee to run it s course m our country This argument could 'iiev tably take me aown a 
whole entire d fferent path of discussion of domestic pnonty and the shcrtcom n;s cf our cj-rent 
administration. But I digress.... 


[Overall, this pioblem is mutb-faceted Special interest groups and lobbyists need to be put m the i place 
[Government needs to rep up and start regulating unfair business practices and take cont'c! of the 
infrastructure (and upgrade it) Legislation needs to bo re written and/or revised - i-oj ail realize that the 
current FCC def n bon of Broadband is anything above 200K Maybe I threw a»*ay my 14 4k modem a bit 
■ early... 


forever 


'Aside *ron^ prctect ng net neutrality, I would investigate the $200 billior ihe'l by maior phone companies 
when they *a led to complete contracts for upgrading internet infrastructure n certain areas oT the country 




if v\e re be"Ous about improving the infrastructure m this country, we can t let b g compan es ns us off 
Iwinout deliver rg anyth ng Not only will this not improve the country's broadoand capatilit e', 't w il also 
(encourage comoa-ves to steal money for future projects that may come jf tn a discjas on 


I “-nend pa t if tK’ j" in Pons f ranee where all die phone and cabK. cornpnn'o'' fLc^h p' vateiy owrrd 
d' il jtate ov‘ ned^ ok offering a complete package of D5L, tek'phone/bas r < d''‘> T'J fu' aLnajl $2C a month 
nliistax ^ hot ”OKes 1 even better ts a free modem and a fure dfrodcr box tor r/ If t ut s r jt ei'oug 
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I nil ohorif* ciiii?; iii « toll free - ly France, to Europe, to North Africa, to North Anienca ano a ounch or otiier 
i dIcIcos as wi;tl. As a result, the only extra charyes art' for preinuim TV channcis. Whv ran i we nave v.hi!ii 


■ T HE INTERNET SHOULD BE LIKE RADIO, FI^TO ML WHO TUNE IN. IT SHOULD "PLAY" AT THE SAME 
SPEED FOR ALL THE INFORMATION SOaETY CANNOT HAVE SOME WITH ACCESS AND SOME 
■WITHOUT-,,, THAT HAS NEVER BEEN BENERCIAL ATTHE SPEED CHMIGES ARE OCCURING, THERE IS N( 
i POINT IN NOT COMBINING TV, PHONE AND INTERNEST INTO A ONE STOP SERVICE AVAILABLE FROM 
I MANY, MANY PROVIDERS. THERE IS NO LOST PROFIT IN FREE ACCESS TO CONSUMERS! I 


Telephone companies such as AT&T and Comcast cterge a small fortune for their services. I am not sure 
; that the government should actually own the lines, as th^ repairs would really be bogged down! When 
I they broke up Ma Beil it was the best thing that could have happened. Now the conglomerates are back: 

I what happened to the laws about monopolies? The internet should be readily available to anyone who 
'needs it, not just those areas whom the big companies are willing to place lines in. The internet should be 
considered infrastructure now and maintained as such. The lines should be laid and serviced with an eve ‘ 
everyone, not just a few, and should NOT be in the control of a few. There are some excellent ideas on tl 
forum, and for once I would like to see a politician put his money where his mouth is and work for sonwo 
else besides himself; as far as I am concerned there is not a single polibcan in this country that is truly 
representing US; they mostly are in it for themselves and we are the losers. Kudos to you if you stand up 
for what is right; we, the vot«-s, are watching closely what happens in this issue. Don't even get rrte stTt 
on Cable TV, where you have to pay for THEIR choices! The nonsense has got to stop. The internet cami 
,De controlled by a few who widi to limit access. It is a wonderful thing and having gatekeepers who deoc 
I who gets what would ruin tttis. The gatekeepers wannabees did not invent this and should not be in conL 
I Period. Case Qosed, the intern^ belongs to everyone. It is time we caught up with the rest of the world 
I Out with the dinosaurs. 


■ 1 think It IS essentia! for our country to start considering broadband a public utility, However, there are a few 
things to keep in mind with how this plays out in reality. 


j Municipalities are not always able to take on the building of a reliable broadband infrastructure on their 
wn, and are forced to look to the private sector for help with funding for construction, maintenance, and 
upplying Internet service. 


nstead of forcing them to take private money and sign binding contracts that are not always in the public 
iterest (and will lead to redlining, price increases, etc.), money for these projects needs to come from 
ther public outlets. 


eyond the baseline of pas^ng federal legislation to override state laws that currentiy ban publicly-owned 
roadband networks, let's also propose federal funding for municipal broadband projects, at least until they 
et off the ground or a list of Triable implementation models becomes available for municipal providers. 


.iready, many many cities and towns around the country have implemented municipal broadband. But it 
eems to me that the success of these projects often relies on some more or less must-haves (smaller 
opulation size, flatter topography, preferably no competition from a stronger private telecom, etc), 
fspncialh' ir ia^ao c't'es (New York, Son Francisco, etc), governments can't even ■•f'iy on private r'oney to 
help w-th hu'IJ ' ut Letause companies look for the kind of profits that seem \ t idii/ Tu r'sule lo ach ev 




150 



ro i\ ' rm a ' ..f jr lew cobl broadband network (even vvirale-js not ‘•o v nn 
lese cities are left with no options for publidy-owned, dty-wkJe broadband as of today. 


' ^e point of this ramble is that it is not enough to 'conader' broadband a public utility — we must 
c 'nsideration current information available on how db'es have Wed (and succeeded or failed) to m 
id based on that information, help them financiaBy to build out these networks. 


*■ municipal broadband succeeds, it will off^ ^ng competition to incumbent telecom providers, 

. I ('nd Ijwf'-t pi ICO Bui It (s an infant 'industry' with a lot or big dogs Jiieady n ‘h= mar. 


[ his is another in a long line of sad commentaries where corporate interests outweigh the needs or the 
jhts of the people in the USA. Night after night, issue after issue, our news media reports how the 
lopie's voice is ignored in Washington, D.C 


s for taking up this important issue. Please pay heed to the wise comments from everyone here who 
ken the time to post a response in this blog. 


iportant to note that competehon is a key Weme to these responses and a necessary ingredient in 
ntidote to this situation. Internet Neutrali^ is a must. In an effort for the USA to remain competetive 
world economy and its people to be first class internet citizens, we hope you are successful in 
ing support for the Internet Freedom Preservation Act 
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Thank you for participating in this forum. This is how our democracy should be, where individuals have an 
equal voice to lobbyists, and money doesnt let any single group bend tiie ears of lawmakers more than 
common cib'zens. 


As the CEO of a small technology consulting buaness, ! rely on the Internet. Almost all of my work is 
conducted remotely. I am fortunate to be in an area that was recently enabled to use FIOS, and the speed 
is excellent. Obtaining the service and dealirrg with their customer service is a trial in patience, but what do 
you expect from a monopoly (Verizon)? 


My primary concern is the desire of tdecom companies to throttle service based on who you are or what 
you're willing to pay. I should not have to pay more to get preferential treatment. I should not have to pay 
more to avoid having my web ate blocked by an ISP. The mob did/does that, and it's called a protection 
racket. 


The internet, like telephone sen/ice, should be equal to all. No service provider should be in a position to 
censor, limit, or exclude content it serves to its customers. 


I know that my situation is not unique. I'm sure that the Verizon's and AT&T's of the world would be 
pleased as punch to collect the extra revenue, but the result would be devastating to businesses such as my 
own. We must have a Net Neutrality initiative in place before we take any further action to fix the Internet. 


If legitimate competition existed, ISPs wouldn't dream of taking away services, and they'd be falling over 
themselves to offer cheaper, faster, better service. Look at the cellular phone market, where you can freely 
switch service providers. Costs are affordable, packages are varied, and innovations in service are high. 
Contrast that to Internet providers, where choices are limited at best, and we continue to fail farther and 
farther behind. 


As a side benefit, an open, neuteal net promises to make us a greener, healthier, and happier nation. My 
company provides specialized services to customers all over the country, but we all work either from home 
or a local office. I no longer commute, so my car isn't on the road, contributing to the problem of global 
warming and traffic congestion. I'm home for my family most of the time, which makes the bond with my 
wife and children stronger. No longer do 1 leave in the morning before they're awake, and return home in 
;time to tuck them in. I'm healthier, because the time that used to be spent commuting, I now spend cycling 
I or roller blading with my daughters. I'm not breathing contaminated, recycled air ail day, and my 
I productivity is much higher. 


jwy business is not unique. As our economy shits to being more technoiogicalty driven, more and more 

)yees will be in a position to work from home at least part of the week. Happy, healthy employees are 
productive, and make us a stronger nation, but it can't happen without competition in the ISP market 
“nfordble Net Neutrality laws. 


;Thank you for your time and cofKem for this issue! 


^seems to me toat the Internet is still wch a new technology, that much regulation at all with regard to 
providing it is liable to stifle new access much more than it is likely to help it. How can you help something 
I grow if you don't know what nourishes it? 


i Congress did a very smart thing in the early days of the Internet in refraining from over-reguiating the 
confer t o^f tl_e /vcb, ot vi tl t ty}X' of co_mniPtre that wnnl on As a r..sult it fl or'..! •■d 
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. 1 1'H 'I. .hev 'oc< the opposite approach when It Clime to Iho physical V ic . i r'l’ 

t le internet. They allocated a bunch of money for very specific purposes, and gave it to a only a few 
■ntities. How is that supposed to spark innovation? The residt is that most companies STILL run on T: 

V ijnnections that, if we are lucky, only us half of what they did 10 years ago. While this may seem 
progress to some, in the technology world, things double in power or halve in cost every 6 months. Tl 
‘.agnation in the worst sense. 


I’ig old companies have little to gain from innovation. It's &ie small crompanies that drive innovation ar 
..evelopment. If you want innovation, you have to help the little guys. The big guys will figure out tha 
iaed to innovate or die - and believe it or not, they win find the money to pay for it from their own pc 
' they have to. Stop protecting existing providers. Offer rewards for results, not contracts for plans. L 
'le X-prize. 


^h, and as a general rule, stop trying to regulate technology. The last thing we need is people making uf 
iji.x. 'O'- th.rgs they do not understand. "The Iirtemet is a series of tubes." Good grief! I don't mind a ' bi 
tguleticn in ccn‘,»nt, hut when someone suggests that there might be a completely new use for a pier.=' 
spectrum, why on earth wouW you not let than t^ to make something of it? 


Moro than anyth.rg, I think you and every Democrat needs to get behind Net Neutrality - and STAY behind 
It, no matter what t^'e Republicans allege. It's vitally important to educate the American public that the 
Interret belongs to THEM fas has been pointed out elsewhere in this thread, the Internet was originally 
considered part of our country's defense, and should have been made a public utility) - and not to media 
conglomerates like Time Warner, Verizon and Cox. 


Big Media is allowed to have their way, the U.S. will become a second-class country where innovation r 
eativity is stifled, or only permitted iri a very limited sense if the Corporate ^aers PERMIT it. 


jThe internet is the technology of now. And broadband should be open to all Americans in America. I have, 
isome friends one in VA and the other in New Mexico and they can not get broadband. 

!l am glad I can but, this is something that should not be optional and only have dial-up service. I am 
Ispeaking those they did a voice, . . , 


il irniting service options to cable, satellite or [monopolized] telephone liiie.s has effectively limited public 
laccess to the inlernet. This has deleterious results re: business, education and an informed citizenry. While ; 
I in the snort' term, a reqime that controls communications consolidates power in suen manner, in the long 
toi'r thcac I'l gc'tter ' gains serve to dimmish Ihest* resources 

htrengtf’ Ih'-oi.gh d versity leguiation to stop nwnopoly, pfol*»cbon of frtcdom to choo muiLes REAL 
5^1.1 1 tv issuls r «■ ibi. wngh in |x<sitively for "Net Neutrality" a soiibnquet indeed to mte-nct I reul'" m rn.t 
[what we need by any name._ _ i 
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lust some ideas beiow that came immeiSatefy to mind. No ordering of priority is implied. 


Duane (Formerly of Boston) 


0 Consistency across the US free from state, local and community interference. 


0 Consistency of pricing structure across the US and freedom from large corporations hogging and price 
fixing the services. 


0 Strong adherence to Open Standards. 


:0 An Internet for the people! 


0 Technology defined by the technology leaders and sdenhfic community of technology (no offense), but no 
politicians strong-arming direction. No politicians or corporations speaWng on behalf of the technology 
leaders and scienBRc community of technology with a biased view and propaganda. 


ioNo Lobbyists. 


!o No strangle holding by major corporations with no-bid contracts for only toe sake of big profits. 


[o A high priority focus on net neutrality. 


jo Investigation first into land or wireless. Reaching remote areas might be best served via wireless. Let the 
technology leaders and scientific community of technology lead the way, again (no offense), but not 
■ politicians and others with a first priority interest sometimes in personal fame, power, profit and greed so 
i unfortunately common In the US today. 


’o Consistency in the technological solution. 


jo A wise degree of hardening against natural or man made catastrophes. 


0 A tiered A la carte system of standard offerings, no bundling and providing unwanted services to spread 
cost allocation, Provide a sound fundamental service structure and then adders, as needed, by free choice! 


:0 An inherently hardened system to virus's, Trojans, spyware and the tike. 
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\\ ha\.- n f)in nrtec J spr rd of Smhit, soon to bu 8mbit 7x2Hrom nt ;> '> cAx ' nrd s 
, ^ ’i ■j'' ■ hf T ,1 'ojIo t(. ^bfc to do tins, eventually. We need to stop f'rs s.on ly i ' rg I r h nd n hr 


I in' ifi ooi,kc"iC’i‘= rev"toptr in New York City. I didn't study computer science m sctiool bui sort oi feh 
''r ‘hi bunnO'S '’i.-ing the dofcom boomm2(K)0. Who knew that a ^ruggiing musician would love 
ni'' 7 t ni" mg o rr i. ch’ V. ih that said, I iiin concerned that if our country doesn't provide cheap/free, easy, 
.ynelcs' ricccsj L" 'he <nr«tnpl, unfelUrod by corporate greed, as villas improving our public school 
s- ^tcm wc wi'i be technolog cully surpassed by other countries that do invest in this type of infrastructure. 

: We must remain strong and comp'-'titive and I fear if we fait to do so in st'di ch of short term ccrpi.,-3'e 
; profits wc 00 so at our own peril. 


il rn surpnsca, aside from vne obvious comments otrout monopolistic control of tno Internet via acre;,5 - that 
! no one has nornted out that universal broadband access is not only possible - but feasible now. Companies 
1 1'k Tfclkcn*- ' con supp'y broadhand acr ess via electrical lines that are connected to every home in the 
'country Ahv Lhs haj.i* taken off is beyond me - aside from the political will that is absent (lobbyists?). Ths 
sane d'-qument hoids 'or solar power - every home and business that has a roof could contribute to a solar 
gr.d that would provide the US with all the power it needs! Gee - what is stopping us? (lobbyists?). What is 
: needed in this country - is a new revolution - to free us from greedy corporations and weas-Kneed 
! politicians that can only emit a lot of hot air but no ''S'"' . . , 




1 .-aroe v. tn ’ad.” .in'* 1 believe in an open Internet fiee from 
noivpoiKt''- to I'-rol Of teirilories by private enterprises 
I aiso Jit’l eve thul ‘he i itcmel should funcUon as a way for 
..iti/ci's to volt (..ii kuI'I c -etcrenda affecting the mtire 
country 'orex uk lour issue pe /cor affecbiiq everyone 
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’f cable television would help immensely in this endeavor), with 
VO months open to discussion ba^ on peer-reviewed data, and 
ne month open for people to vote on the issue. (As an academic, 
would prefer that voters would have to quaWy to v<fe by taking 
n online test of their knowledge cf the issue, rather than merely 
/ote their gut.") The site might require a certain percentage of 
otes (say, a 60% majority) in order for the vote to count-and 
:ount" would mean that when the issue comes befae Congress, 

>e vote of the participants (and Congress might ^pulate a 
linimum number to qualify) would count as a fixed percentage 
f the House's or Senate's vote-for example, 5% or 10%-a 
lodest but potentially decisive voice in nationtrf deci^n-making. 

/e have entered an age that permits direct participatory democracy, 
his proposal would require an amendment to the Constitution, 
ut one that would encourage an electorate so alienated from the 
olitical process that barely half of eligible voters exercise their 
•anchise to care again about thdr country. It could make the 
eople directly responsible for the kind of world propose to live in. 

; could make the Internet and related communication outlets an 
itegra! part of the cour>try even more than it has become an integral 
art of the economy. Such a proposal requires the same kind of 
niversai access as citizens have to the voting booth (recognizing 
tipulations like age which restrict, e.g., minors ftom voting). That 
• ind of access, In turn, requires significant modifications in the 
resent configuration of Internet access and related legislation, 
he people of the United States need a meaningful voice in their 
wn governance, and present technology offers the opportunity 
3 make that voice decisively heard. 


■ Please consider the importance of ensuring that every America having access to high speed connectivity to 
’the Internet! 


As you may be aware, the Internet has become one of the most important communications tool across the 
entire world. However, here in America, we have allowed mega corporations to decide what type of Internet 
access the American people will have. For too long, conglomerates such as; Verizon, AOL, ATT, Comcast 
and other Internet Service l^oviders (ISPs) have controlled the speed at which we transmit data from one 
datapoint to another. They have done so, in a deliberate manner to fatten their pockets and we, the people 
must be given a chance to add balance to this important debate. 


As a Senator in the 110th Congress, you have the power to ensure that American citizens will not be so‘d 
out and blocked out from having equal access to high speed service over the Internet. 

Which is by the way, made abundantaty available alf across the world, with the exception of the United 
States of America. 


1 si-R giy tf'iLOu age sou todo whativer is necessary to provide lhpatizer..cf ihs grpsi roun^ry far an) 
equitable ai.cess to hgb speed Ii'tei net service to every iocalr* in these Untod Vat*’ 
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I'c-' Ic'.fi ’ .1 v/nte IJiefr own bills that Will guarantee them g'eT /.Lalfh c tj^rero ons'-o 

come. We the people deserve to nave laws wip oe rair ana oaiancea across the Internet speed 
spectrum. I don't think it would be fair to allow ISPs to segment various levels of speed to the Internet for a 
premium level price. When in reality, it does not cost corporations any more or any less to open up high 
speed Internet access to everyone. When in feet, the slicing and dicing up the various access speed levels to 
the Internet will in of itself create more ovwhead costs in the tong run. 


If other countries can provide high speed service to the Into'net for a much cheaper price, then why can't 
the American people have the same level of access too fester service for lower costs? 


Afterali, ISPs are using public right-of-ways to install the RFOS infrastructure and have done so by using 
cheap labor (illegal immigrants) to perform these tasks. I have personally seen this happened within my 
own community. And within days after the lines have been installed, I received hand delivered brochures 
that were hung on my doorknob from the comparues who solicit high speed access to the Internet for a low 
introductory price of $99.00 per month. Out of that $99,00 per month premium, I estimate the company's 
profit margin to be around 45%-60% per househoWfeonservativety speaking). Now, I interpret this as 
intentional highway robbery! More importantly, ft is exploitation of the workers and to citizens they are 
serving. 


Therefore, I strongly emphasize that you take a bold step in being the first Senator to support legislature 
that will indeed be fair and balanced toward the PKtPLE! 


In closing, I would like to leave you with this verse: 


The president is up there in the White House for you...not you here for him. The secretaries act in their 
bureaus for you.. .not you here for them. The Congress convenes every December for you, Laws, courts, the 
forming of states, the charter of cities, the going and coming of commerce and mails are all for you. 

~Walt Whitman 


1 am encouraged by your effort to listen to the average citizen when it comes to this issue. America was 
oiice on the forefront of communication technology in both developmenVresearch and in deployment. We 
t'ave, unforgivably, fallen behind many other countries in this regard. 


VJs have reached a point in this country where a few powerful organizations have far too much say in the 
development of laws that work against bringing the necessary Internet services to the average American. 
With the existing technology, we have the means by which to provide Internet access to ainiost every 
American, The use of frequencies being released as we move towards DTV could result in America being the 
first country to make a monumental step towards bridging the digital divide. Imagine a country where the 
majority of citizens have free access to information. The potential for ewnomic growth by providing this 
'type of access is tremendous. This is only one method to bring universal broadband access to everyone. 


dditionaliy, regardless of what others say, consumer choice with regard to high-speed Internet access is a 
ike. I currently live in Houston, TK within walking distance of the largest medical center in the world and I 
only have two compnn'es to choose from when it comes to high speed internet, ComcaT Cable or ATliT 
Both of Lhuso u’ npanie': offer prfans similar to each other but not on par wrih othc*- co jnTifis and no ther 
L‘,es f bur o^uc to tlio hciise They may use fibi*r loan access point in the unijhborhoo'l, bur witiiout f Ixr 







|46. Mdr*nHouston$a,ys-. 














\ii he scj v'.H. L ijAT or diiy other tefecom compony been held '?t'V f?" ' 'C' i' e “.I 

V. V „ ‘n un r‘ » ihr .j^hout the Luuiilry siiKe they never octiidlh do it^ 

A ' ’ I mpori-in- rjcing An^vtcd is the isaic of providing rcgiilalions roqn o rg s Ni. 1 1 ? ty As ,c 
know Ui' -^SLL that- cannot DC ignored Without any regubbons to gu?rr’i cl i ires <t.\li.c. css o 
'iv i''!' c n fr iiel 'not JOS'- 'he perli pre-wleded by corpoiohons) (he coi ni*> v\oii a Iv a. a m?io 'o-.-- 
j ' 'i.go fJICaS nf 'no lobbyist' stafcments, innovation and dovefopmont rtouid ho ci L'i. od 


A'j ' .■iipViiJ'-) tha*- ycj are willing to continue to rescdrch this issue outs do o'" the n ecooim ob's st' 
' f noiv lo sec nror'tsing action in congress by you andother rcf'eson'etvcs 





MAiBirifl 









158 



r,o.n The n^ion Po-i - wdshingtnnpo^com 




! 1 ' 'Aa 1 Ridi. to Internet huture" 


j"By Blaine Harden 
. - '<‘1 -'jt in Pott Brj-r rjn 'iorvico 
'A.Jf’CSClc.v Auyuit 29, 2007, KngcAOJ 


'TOKYO — Ame-- con- ir,v« ntert the Internet, butthe Japanese are running away with it.' 


B'oerJbsnd service h<.ri* is tight to TO times as fest as in the United States — and considerably cheaper, 
lasia* tia‘' the wo-ld « Aisto-.t Intentr't ccmnecBons, delivering more data at a lower cost tean anywhere else, 
I recent studies show." 


n 2000, the Japanese government seized its advantage in wire. In sharp contrast to the Bush 
iministration over the same time period, regulators here compelled big phone companies to open up wires 
) upstart Internet providers." 


‘COMPELLED BIG PHONE COMPANIES TO OPEN UP WIRES TO UPSTART INTERNET PROVIDERS!!! 


‘I've said enough, the article speaks for itself. 


[ can't imagine life without tee internet. I use it daily. It's more important to me than any other means of 
communication. I can Rrid information I trust there, I can find out what is going on in tiie world without 
being assaulted by blow dried, face lifted nitwits spouting inanities. Once it was against the taw for any 
(.'Drporation or person to own more than a small portion of communicabon in this country - since Ronald 
Reagan destroyed the anfi-trust legislabon that protected our right to know - and made it possible for 
•omeone like Rupert Murdoch (who has made a fortune combining explicit sex with conservative politics in 
very possible media), we've come to depend almost exclusively on tee internet. This country is based on 
• nowiedge and educabon. It’s a crime that we only have one means of communication where we can find 
ut what's real in the world - but since teat's what we've got, then we must keep it intact and as much as 
-ossible out of the hands of the greedy wretches who want to ojntrol our Information and thus our 
I iioughts. This may be THE modern issue, as it could make or break every other issue that is on the table 
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dll Um nviin^ream media become more and more centralized, the people, 
ty of information and views that the internet provides. 


''mg th'S opportunity to addres the issue of broadband service in the US. 


Seccrd v.c n<.i d t j yut some t'ffoit into how we deliver broadband without conflicting services reducing the 
vaiu'’ o*’ th.. yuThr'Si d broadtiand In my home. It lsn1; a problem, but in my sons' apartment where they 
arc piy ng for thi hrc,idl jriri arress, the competing services can effectively negate the value of what they 
are pjypg for. I am of the opinion that broadbarxJ access is like the old telephone access and improved by 
mo'''Opoiy and regulation, not by free competition. I spent a weekend with 2 of my sons during which they 
could nor use the broadband access they paid for because someone with a competing service was blanking 
trerac'Tss channels. 


technician, just an economist. Sometimes monopoly rights witii appropriate regulation work 
) the free market. 


i When It comes to the Internet and high speed access Senator Kerry s question hew can we ccnnect?” is 
i not the important question. We have the technology to provide universal affordable access to the Internet. 
iThe more fundamental question is, are the "shock economists" willing to 'nvesL 'n ‘he ^u'u'C O'- are they 


fUaf ie caolrann ovnlnif Hio arroccihilih/ H*iP Tnrornar T Hn havD enmo rhinne fn 
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'-i. 0 j>ou-;t X.- mtiL o'" t*ie major Teko's or inbound ISP's have fnvostKi ond 'r '.-•n 'i ^ "i.‘ 

and development or the Internet, this has been soMy funded by the American taxpayers as the defense 
project called ARPAnet. Which was designed for one purpose, to provide the United States with a highly 
resilient data-communications network ttiat would be neatly imposable to destroy by an enemy. Their 
investments have only been in the hardware necessary to pro\ide the infrastructure from point to point. 
Even this has been offset by the feet that MaBe8 had already invested in telephone poles and underground 
conduits that are used, for which we the taxpayers also subsidized with granting them a monopoly within 
the community. So far, we the taxpayers have shared the costs for companies to provide telecommunication 
access besides the fees that they charge. 


Considering that we already underwrite the tdco's with monopoly status, it would be detrimental to allow 
them to charge websites for access to the customers. Neutrality is the only option we can have for 
situations where monopoly status is given. If the Congress votes to rwnove monopoly powers of the ISP's 
as it did with long distar>ce catling than Net Neutrality becomes a moot point as there is now the potential 
for competition. By allowing, the inbound ISP's to impose favorable status to .some websites and omitting 
others from access increases their profit margin white they no longer need to invest in the infrastructure. My 
company ClearVoyager has designed a product that can conceivably allow people to start businesses with 
state of the art computing structures at roughly 15% of the normal costs, however without Net Neutrality 
companies like Verizon and TimeWarner can steal our research and development simply by blocking us and 
charge people allot more than we wHI for an inferiw service. However, until the issue of NetNutraiity is 
resolved once and for ait investors are skittish. Who would want to invest in a small company when the 
mega corporations can simprfy put your web address in a Nocking filter and direct potential customers from 
your site to theirs or anyone who pays Oiem. 


Congress must prohibit the individual states from stopping free wireless broadband, allowing both private 
companies and municipalities the option to provide this service. Prohibiting the individual states from 
restricting access does in fact fall under the Commerce clause of the ConstituUon, as the probability of 
crossing state lines is high. Allowing private companies to prowde wireless access is the option that could 
have the best and most immediate impact in providing communides and the poor with internet access. 
Companies can trademark their networks for advertisement, allowing them to advertise on the login screen 
could be the incentive to get this private investment going. Having free internet access wilt only help Che 
poor. Providing free wireless access to school children can help to lower the tax burden on property owners. 


While we may dislike some messages on the internet, as Americans we cherish the freedom to say and read 
things that otoers may find offensive. Some people and organizations have squashed free speech by 
threatening the outbound ISP's who hosts th^ websites with lawsuits. Congress needs to pass a law that 
prevents individuals or corporations from suing the ISP to shutdown the website unless they have a court 
order to do so. If there is libelous or defamatory material on these sites the proper recourse is to seek relief 
from the website's owner, Only if the owner or his agent cannot be served with legal papers should the ISP 
shutdown that website. Basically the Internet is a town square and outoound ISP's are the soapbox, it Is the 
websites that are the speakers. If someone was to stand on the Mail in Washington and say John Kerry 
hates Heinz Ketchup and loves Hunts would you sue the federal government for providing a place for that 
person to speak? Of course not, you would seek relief from the person who said that in a court. It is the 
same, because someone may not like the message, the ISP should not suffer for providing a venue for 
those views. You would not go running to the Capitol police Co escort that person off the Mall until you had 
your day in court and proved them to be liars. It is not up Co toe Capital police to determine what is true or 
false, same is true with outbound ISP's. Only when the website is found by a court of competent jurisdiction 
shou'd toe ISP drop that website as a customer. 


j F'"ally, web sites must be protected from companies like Google that alter toe website to allow them to se 
toeir advertisements on it. The crux of the problem with companies like Google that they can take another 
work and use it to sell advertisemenls to competitors. Google says that their customers want this, but the’ 
[have failed to ask the websites' owners. It is not harmless in what Google is doing, people devote both tim 
and money to present their information in the manner they want, but Google is altering the style and 
structure of the website. I will give you an example that you can relate to. Going back to 200^1, if I searchr 
Gooale for John Kerry I would find websites for both your supporters and detractors, and this is what it 
bi'oj d i>e bu. if , wjs on to your website, I should reayinabiy r xpot< to *i id yjijr tnu^sajC unaJuiterati-'l 
’ Bi t With Cooclo l''o Ic ' tn swift boat would be tagged b^ toern and I could y c on /our .ite 
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>.v‘i l' v*' '^wift bo0t veterans for InJlli. Now 1 fisk you It Ihui ^nir 0 h-j-j /oi ivp'tmen ‘ li 

■• )mpromi5ed? 


D to sum up my thoughts I would hope to see the fdlowing as a comprehensive biil to advance the 
temet. 


Limited monopoly on ISP's tike Veriron, Cox Cable, nmeWarner, Comcast, etc. 
Ability for companies and municipalities to act as an ISP provide free wireless access 
Net Neutrality 

Protection of outbound ISP's from being a party to the initial lawsuits. 

Protection of websites from alteration in both content and style by a third party. 


hank you for this opportunity to air my thoughts. Re^ectfully yours, 


heodore Moran, Partner and Chief Technology Offirer 
le CiearVoyager Corporation 


/isionaries of the design and ddivery (rf efficient and adaptable virtual application development and testing 
atforms." 


S Office 

57 Fort de France Avenue 
oms River, NJ 08757 
D8-420-0552 


K Office 

Huckleberry Qose 
arton Hills 
Jtton LU3 4AN 
'44 1582 510 545 


1 a lot of countries that I have been to have free Wifi in parks and shopping centers. Even in Taipai there 
blanket of wifi for 7 miles throughout the downtown metro center and was growing, Imagine that free 
I internet in NY City ALOT of people would get connected I know the US has some of that but usually it is tc 
: encourage you to go to there shop but on a more powerful level would be fantastic 
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r to'i ly ■ iiiy6’ hijoh^ nrt manipulating my usage to their benefit I prisvcc' % '• nn' ^n 
j'ld 3 free months use. If they ”fap" pec^le, they cut ttidr usage down to almost nothing. They dc 
^ lough people, they can sell more space for people to jesn. Make more money. 


; one point they gave me so much 


A; I understand, efforts by cities like Philadelpha to create a muntdpai utility to provide free or iow' 
i 'oadband wireless to alt their residents were made Hlegai in 2005 by Congress, at the urging of the 
suspects, like Veri 2 on, ATT and Time-Wamer. 


vVhy can't cities, towns and counties provide this service and reduce the inflated costs provided by 
carriers? The spectrum belongs to us, and private companies should not have the right to monopo 
inemselves. 


Pther countries provide widespread cheap broadband access. Ar 
;hls technological area too? 


When did we start hearing about the problem of Internet neutrality? about the time of the 
ATT/SBC/ Ameiitech and GTE/Bell Atlanbc mergers, whidi was also about the time that the FCC decided that 
broadband modems {that's right, the modems themselves) were no longer part of a common carrier 
telephone system. 


all comes down to the wires. The Internet is not a cloud, it is data moving on wires (ok, there's some 
ireless in there, but that's baacally a last-mile technology), and most of those wires are, or were, built 
ith ratepayer money as part of the public switched telephone network. The telcos, with their armies of 
wyefs who pour out of the elevators every day at every state and federal regulatory agency across the 
country, have wrested access to these wires from the common carrier system, and deposited It Instead in 
the virtually unregu'ated category of information service That s the trick And w th that, the way is free 
for the carriers to create bottlenecks exact premium rales for what was no*mal car-iage ard create a 
netv.ork of affi’ ated vendors who a.e all bthmg to the mother church 


We need to retuTi to common earner principles a network that's dumb in 'he m ddle This is how the 
jlnternet became what It is today. 


Thank veu t^iease cent nue to help spui compebtion against big phone and cable compan es 
(I agree witn vou that Itestonng America as a Broadband Leader will bene^t the cojorry asj 


1 am rio*" cc 7ipt.'oni, to propose anv ultimate an*'wer , but 1 observe that the '"en er nas 
LharotJ ttiL co^ipiox o i of daily lift iiifomiabon, and commerce in its p''^ sf nl '.-'■m l-jr tho c v ho 
Tl s IS p lenh O'v so fund imevibjl a clwiujc m the economic and soc nl ■■'rjrlu e o' nx ety i 
•accept that it might be relegated to priv^ giterprise, nor stratified according to economic influence. 






w’ I vSiii, <. mo II pOi/, Ifir highly regulated telephone system in the k'st crn’urv f' d, n ■ ‘ o , moke 

U k' i''i 'iiirv.u Q/3 ‘abf': to everyone and it became the equivalent to cj ' right - ik i ni”.*.< s li'il >u' anu 
>' \ snne a'oas '(’md'ned tlie equivalent of^oatmeal cans with brings' foi a wh le h^- c wa- a 'o JahiO 
oc ■ <■, rrid I .‘t?'; net income depenrJent, 

Qg'e^.v‘,ih lu c-ncep* of making internctaccesssMnewhatthe equivalent o'’ ij u. 'ly lkc’\3''^'o 
■ i.:u;i.vii(..it v. VViirle porliaos not completely true now, this is, in whatever form il ta^e.s, tin.- iiilid>itri,>.‘i,UiO 
iunclertvinq the economy, information, social contact , and social evofudon for the fotseeable future. We a’c 
ioowng at Jt's going to be pretty amaang. We n eed to 1^ die groundwork now. 


I i hi ouol I trie yoors, w*t nave watched a number ^ media slide downhill. Fii ^ it was AM i adio whi^n 
' degenerateo into a vast wasteland. Next it was FM radio which today, with very few exceptions, is well on 
its wav down the same, path ttoth are profit-driven and hence meaningful or thoughtful content is of little 
voluo a' t generally will not ' turn-a-biit k". Neither of these have tumbled downward as fast as television 
wbosu c< nmne is ''bv cusly roinled at the mindless millions who dominate the ratings. After all ratings mean 
collars I he printeo media is no t«.Hh‘r as it comes more and more under the control of fewer and fewer 
ii’Clviduais in even our idrg‘ st cities, many are a one newspaper entity. If you happen to agree with the 
pol t ral hen* of the local pap«r, you are happy and everything you read is gospel. If you don’t the local 
''wotto'"' me dia <s a vaccui-m into which no air can be injected. 


LI can to keep and encourage a free voice and a free America which is not controllable by 
or by any other power -yrudure which seeks to enforce stifling control. Today the 
/ frontier these forces have not yet controlled. 




jAt 68 years of age this republican became very unhappy with boOi the Dems and republicans. After a lot of 
i searching, MoveOn has ultimately become my vehicle for pursueing reform and good governance. Key to 
ithe success MoveOn creates is the ability for grassroots organizations to have a voice, organize, raise 
1 money and takie action through the mass voice of the internet. Hence, congressional protection of 
metneutrality is a must, making available orphaned frequencies ( TV, radio, etc) for internet use and 


big-media monoplies are critical. 


SteirS *^t’/2feAfSays 


|I sincerely hope you are able to make a difference on this issue. The United States is not currently leading 
[the wetid in arv -ealiy important area except perhaps military spending and exporting of weapons of 
destruction. 


If we want to bo wodd leaders we will have to get our act together and put an end to the system of 
cio'...”rmvhl lun iniCreiv by moneyed interests who own both the Democratic and Republican parties. 
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have a brief anecdote. I sent a tetter to my representative, Elton Galtegly (R-CA-24), outlining my concerns 
ver this issue, as he has voted against the conceit of network neutrality wherever possible in the past. I 
iciuded sources where necessary to indicate I actually had some inkling of what I was talking about, but 
nore importantly, to get a response out of him, as I'd love to see a general response to many of the points 
'ither of us have brought up. Of course, I received a form letter in return, as I was moderately confident I 
vouid, but-better yet-the form didnt even get my potion right! I guess even Gallegiy's assistants don't 
Jive enough of a damn to put letters received about the issue in the right pile. 


get the feeling that many republicans like Galtegly don't care about this issue-they brush it off as a purely 
conomic one, allowing them to cache it in the schema of "no regulation, regulation = BAD". This is not 
lerely an economic issue-it's a social one. 


>ome would go as far as to daim that it's an extension of the polarization of rich and poor, and while I think 
nat might be a bit drastic. However, it certainly seems more and more on-the*mark, with corporations like 
/erizon lobbying against free, municipal wi-fi for impoverished inner-city areas. This was apparently the 
ase for inner Philadelphia in 2004-at the time, less than half the neighborhoods there even had internet 
.sfvices available-but then-mayor Ed Randell threw his telecom buddies a bone by signing into law a bill 
vritten almost entirely by Verizon. 


rhey used, as justification, the argument that corporations shouldn't have to compete with the government, 
'his sounds reasonable, but what competition is there when the area's primary ISP doesn't even think it 
ould see profit in laying down lines for poor areas? "We won't give them access, but you can't, either'? Is 
lis selfishness or just hubris? 


have one more example. I used to be a subscriber to Adelphia, whid> Time-Warner-AOL and Comcast 
urchased/split the customers of after it was busted for... corruption? Anyway, the two purchasing 
ompanies purposely bought up plots of the former company's customers in such a way that they could be 
ure they would never need to compete in those areas. While I suppose tiiis is perfectly legal, it bothers me 
lat we've reached a point where conglomerates seem to be competing with their customers' ISP options 
more than they are with one another. 


y rate, I don’t think much of congress understands how important this is, and how important it's going 
>come: it’s easier to toe the line on issues that could be perceived as economic. A joit is needed, 

hi m-kc i''i.([i-m3iniYthe republicans, to be blunt-underetand just how abysmal an internet that 
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-fc. n. 1.. 


agree ’‘.,1 . . v v'^: J'at th*' Internet should be a utility, out [ don’t thr.k t*'.. t gno'; \i' cnojtjii Tiu idi 
tuadon would be to have free wireless available in homes and businesses (for those who choose ", .h 
t'jbiic parks, buildings, and squares. Besides empowering people, this would be good for small bus ness* 
; it would allow anyone passing through town to sit down and look up what services are locally av? ab’ 
iThis would be especially true if there could be specific local netwotics set up along with Internet access 


> Currently, however, the only access for peof^e who rant afford computers is in the libraries, whici 
sets up a conflict over resources, ance libraries have so many other responsibilities. I would like tc 
: independent public computing coiters imjna manner similar to, but independent fiorn, libiatu; 


.'■'e all know what the internet was and has become. Too many businesses seem to have their hands in it to 
;ep it slow and out of reach to most people. By most people, I do refer to the lower income people. These 
e the grassroots of this country and should be getting their feir share. 


I he cost for access is unbeievably high compared to the cost of hardware and software which is already in 
place. A part if this is caused by monopolistic hc^ds on public resources. The telephone poles which cable is 
attached to (as well as phone lines) are pubfc utilities. Since returning to my home town a year ago, the 
number of internet/cabie providers has gone from three to one. This media giant (TW) is gobbling up 
everyone, and charging whatever they want. I pay $29 for a medium speed internet connection. Dial-up is 
me cost of a phone line, but those are disappearing wherever cable is run. Our governor (Ohio) has recently 
s gned legislation to force cable companies to provide access across the state. 


here is talk of a new internet This not only needed, but necessary. The type of functionality I have been 
jeing in thier "wish list" will end most of the spam and phish mongers. At the same time, speeds will 
crease dramatically. This is probably one of the most important features as we are twentieth in the world 
I high-speed broadband. 


3S Senator, I support you in bringing change to a system that was not designed to do as much as it does 
today I Imolcre you to oush our leaders into the future, before it is too late. Please, make the information 
highway a reality net a side street 


I would Ilka to see a stop to ISPs practice of throttling bandwidth for important technologies such as bit 
torrent and otner P2P applications They should also stop lying to their customers when they are asked 
about such pract ces Manv smalt business are built around these technologies, and by attempting to limit 
the low cf barcv\'dth. thev are essentially hurting entrepreneurs in this country. They are not providing the 
'service that their customers are paying good money for. We need to have a choice of using any IS^, so that 
!we aren't forced to use bad ones that don't provide the service that we a'! need ana oav ror Lets open up 


■ 1 have a small business in rural Washin^on State on an i^nd with a bridge. All cable stops on tiie 
mai'’land i have ■'iai up It is iwful for me I cannot load my website updato'' ^ have to drive 8 mile'" to tli 
mo ' 'and onu u&c n v laptop to upd.-'tP my site at a wirclt'^s spot at a local hak -v Therefore I aon t do 
then a' otter as ' am uopo- od to Witli dial-up, I wait fQinvor to dovvnicag otons from f -e net a^d 
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rc < o V 1' I cannot downloDd photos Ihey send me "r- 'x v.ab't '•o t" 

. ne. Why can't we have wifi nf«x like they do in some third world counlruV 1 utulo dc nd Lhoi cove-aj.. 
comparable to ceil tower coverage. There are several smaB biisino.s.ses like m.no bcai.y il.al wa'^l'.' hal. r' 
(their day waiting for the internet It is IdUing our opportunities. My hiishand cannov. leiecommun' oiia drives 
:: 1 "jO miles per day round trip because we have diaKip. It is too slow for his work setvurs. 1 can nvc tme 
; without cable f or TV, but the interne t is 


Others have mentioned wireless, but I reafly think that is a key. In the cell uhonc wi 
i oraviders and their subsidized or crippled phcMies. 


iWe must get to the same average broartoand speed/cost as toe .lapanesi 
: stranglehold the private ISF^ have on toe Internet 


3U know what's right. Many of the ISPs (Comcast, RoadRunnw, Verizon, TimeWarner) have gotten access 
) our homes via local franchises. They dig up our streets, and they occupy our poles. 

II fine and dandy. The do - in most cases • pro\We a valuable service. 


ut this service is under attack. Not only do we lack any serious competition (in most areas there are only 
VO alternative. Cable Co. and Phone Co.) and prices keep going up, the rate of service (speed) is laughable 
I an international comparison. 


.‘/hat is not laugfiabie though is the cost. We here in the US pay more - for less - than many other western 
/ ations. 

/e can change this. Every provider needs access to the local cuSomer. Fair enough. Let one or a few 
3mpanies provide the "connectivity” (physical connection ar\d an IP address) as a Utility (regulated). If not, 
jt other companies rent access on the existing networks. They’ve gotten to those networks via "subsidies" 
ranchise agreements that are written so no otoer calbe company can enter into a geographical area), not 
lore than fair that they also share toe networks. 


Then let other companies provide the services. I like Comcast's "physical" network (reliable) but I have no 
nterest in getting my phone service from them, nor in the e-mail service, or their "home page". There are 
jtoer much better/cheaper alternatives for that (Vonage, Associated Press, Google). Stiii, I have to pay for 
hat and Comcast has the ability to block these "other" services and when they do, I really do rwt have an 
alternative - other than Che Phone Co. which in most cases is just a mirror image of my previous provider. 
5ame service, same pricing, just different color. 


We also need to educate our City Governments on "access issues". When they prepare new areas, or dig up 
old streets, the Cities should also put in (empty) conduits for "communication services". When Comcast, 
Verizon, or the likes, come to put in their wires, instead of digging up toe street, they should be mandated 
to "rent" space in existing conduits - conduits they have to share with other providers. By "prepping" our 
I infrastructure (rosds/sidewalks, etc) from day one, we not only provide iess disruption by preventing 
[digging in new or repaved Greets, but we are al'^o making it easier for o’her prc/Jcrs to r=>j' h thi 
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Testimony of 

The Computing Technology Industry Association (CompTIA) 
Roger J, Cochetti 
Group Director-U.S. Public Policy 

Before the Senate Committee on Small Business and Entrepreneurship 

On 

“Improving Internet Access to Help Small Business Compete in a 
Global Economy” 

Wednesday, September 26, 2007 


On behalf of CompTIA’s more than 20,000 members, I am pleased to submit this 
testimony for today’s hearing, “Improving Internet Access to Help Small Business 
Compete in a Globa! Economy.” It is our strong belief that the single most important 
thing this Congress can do to improve small business access to the Internet is to ban taxes 
on Internet usage or access. As such, we strongly support passage of S.156, the Internet 
Tax Treedom Act. Our members, particularly our roughly 15,000 small business 
members, thank the Committee for discussing a topic so vital to the welfare of American 
small businesses and consumers. 

Small businesses are the backbone of the American economy. Some 23 million small 
businesses employ over half of the private sector workforce. Small businesses are a vital 
source of the entrepreneurship, creativity, and innovation that keeps our economy 
globally competitive. As a nation, we are dependent upon the health of the small 
business sector, and this is why w'e so adamantly support the moratorium on Internet 
access and usage taxes and the prohibition on multiple or discriminatory Internet sales 
and use taxes. 
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In 1998. the United States Congress championed small businesses and consumers, while 
promoting growth in the American economy, by enacting a moratorium on Internet 
access taxes, as well as new, discriminatory taxes on e-Commerce . This was further 
extended, most recently in 2004. The Congress’ wise policy decision in 1998 served as a 
catalyst to revolutionize the way that American small businesses conduct their business 
and it should be made permanent to ensure that small businesses remain globally 
competitive and continue to drive our economy. Nearly all economists today agree that 
the unprecedented growth in American productivity (with almost no inflation that we 
experienced from the mid 1990's onward) was driven in large part by the benefits of the 
use of the Internet by business and consumer alike. These statistics do not begin to 
capture the additional enormous contributions that the Internet has made to education, 
culture, entertainment, and international cooperation, however. 

The IJ.S. policy of not pemiitting anti-Internet taxes— including taxes on Internet access 
or taxes that discriminate against Internet transactions — has encouraged creative talent, 
entrepreneurs and investors to develop new businesses and business models on the 
Internet and it has encouraged small businesses everywhere to make use of the Internet. 
Today, well over half of all American small businesses rely on the Internet every day for 
their productivity, marketing, sales, and customer relations. Moreover, the United States 
has led the world by prohibiting taxes on Internet access and usage and on anti-Internet 
taxes. The Congress should not be in a position in which this vitally-important law 
expires in a few weeks and it should not ever be in that position again. 

CompTlA Overview. 

CompTlA is the largest computer industry trade association in the United States. We 
include among our members virtually every brand name and large company in the 
industry as well, as noted above, roughly 15,000 small information technology (IT) 
companies that are commonly called Value-Added Resellers or VARs. A typical small 
business in the United States, almost regardless of its business, will not have an IT 
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department of its own. Instead, America’s small businesses rely on the services of one or 
more of thousands of VARs that are located in every city, town, country and district in 
the United States. VARs are small businesses who are themselves system integrators 
and operators. VARs design, install and maintain computer systems and networks for 
other small businesses. An estimated 32,000 VARs, most of which are small businesses 
themselves, sell approximately S43 billion dollars worth of computer hardware, software, 
and serv ices annually. This means that over one third of the computer hardware sold in 
the U.S. today is sold by V.ARs. 

While we in CompTIA represent all segments of the IT industry, including large 
hardware, software, services and training companies, we also uniquely represent 
America’s VARs. For 25 years, CompTIA has provided research, networking, and 
partnering opportunities to its 20,000 mostly American member companies, nearly 75% 
of which is comprised of American VARs - the small business component of the tech 
industry 

In addition to representing the interests of VARs, CompTIA also w’orks to provide global 
policy leadership for the IT industry through our headquarters in Chicago and our public 
policy offices in Washington, Brussels, Hong Kong, and Sao Paulo. For most people in 
the computer industry, however, CompTIA is well known for the non-policy-related 
services that it provides to advance industry growth: standards, professional 
certifications, industry education, and business solutions. 

The Online Economy, Small Business and Consumers. 

'fhe clients of CompTlA’s 15.000 VARs are traditionally not large corporations; our 
VAR members serve as the IT departments for America’s small businesses, which are 
themselves the backbone of the American economy. As such, our members are highly 
sensitive to the needs of both small businesses and consumers of small business products 
and services. At the time of the initial passage of the Internet Tax Freedom Act, many 
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small businesses considered it a relatively expensive novelty to maintain some presence 
on the Internet. Now, the times have drastically changed. 

On May 21 the new head of the Small Business Administration (SBA), Steve Preston, 
told a conference of small businesses that embracing high-tech solutions "can mean the 
difference between maintaining a competitive organization and potentially not being in 
business anymore." He also explained, as vve all know, that something as simple as 
having a high-quality Web site can "make a small business look like a big business.” 
Small businesses are as much, if not more, a beneficiary of the benefits of the Internet as 
are large businesses and consumers. 

Naturally, in today’s U.S markets, small businesses justifiably consider marketing and 
selling on the web essential to the success of their businesses and are pushing the 
envelope of innovation and creativity online. In a recent survey of small business owners 
conducted by allbusiness.com, 83% reported that the Internet had improved 
communication about their company, and 61% said that the Internet had helped open new 
markets for their businesses. The same surv-ey found that small businesses are using the 
Internet to improve operational efficiency. 87% use the Internet for business 
communications and 89% of those surveyed use the Internet regularly for research, 
Moreover, 44% of small businesses surveyed already had a website up and running and 
38% had plans to launch a website within six months. The Internet is the great leveling 
field in American business today, permitting a small business to compete with one that is 
much larger. In that respect, the Internet promotes competition, innovation and 
productivity. 

We should not discourage the use of this medium by taxing it or allowing anyone to 
impo.se discriminatory taxes that will discourage its use. In fact, we should be doing 
everything that we can to encourage greater access to the Internet and investments in, and 
use of, it. 
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Small Business Success Online Depends on Access, Affordability, and Parity. 

These successes for small businesses and consumers would not have been possible 
without the Internet Tax Moratorium, There are two driving factors behind the growth of 
eCommerce for small business; Access to affordable high speed Internet connections for 
businesses and consumers and tax parity between online and offline sales. Onerous and 
unjust Internet tax schemes would add significantly to the cost of both providing and 
obtaining Internet services and thereby discourages Internet usage and broadband 
adoption. Should this occur, small businesses and consumers would experience more 
limited availability of Internet infrastructure, frustrating the Internet’s rich promise. For 
these reasons, CompTIA supports broadband deployment, broadband competition, and 
the further closing of the digital divide, in addition to supporting a ban on Internet access 
taxes. 


But access must be more than available — it must also be affordable and predictably 
affordable. For small businesses operating on slim margins and consumers working to 
make ends meet, even small increases in cost can push either group offline. Further, the 
unpredictability of what new taxes may be imposed on Internet services at any time will 
scare away consumers, investors and entrepreneurs alike. Layering an unpredictable 
array of changing Internet access taxes on top of what is an essential but moderately 
priced component of people’s businesses and lives can easily prevent those with the most 
to gain from the empowerment of the Internet from being able to use it. This is especially 
true for rural small businesses. According to an SBA study in December of 2005, rural 
small businesses pay nearly 10% more for broadband services than their urban 
counterparts, Given that broadband services are price elastic, disparities created by 
access taxes will unjustly harm small businesses, particularly those in rural areas. 

The driving force that the Internet has become for the United States’ economy and culture 
should not ever be subject to an access tax. Such a regressive tax would place a 
significant hurdle to clear for small to access to what has become the defining economic, 
political and cultural necessity of this century. Permitting unpredictable and multiple 
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taxes on Internet access was not a sound social or economic policy in 1998, and it will 
not be in 2008, 2018, or 2028, Congress should provide cost conscious small businesses 
and consumers the piece of mind that their increasing investments in and reliance upon, 
the Internet will not be wasted because arbitrary state or local taxes levied against them in 
the future will make the Internet unaffordable. 

Recommendations and Conclusion. 

To continue Congressional support of small business, CompTIA specifically supports the 
following measures: 

• The Internet Tax Moratorium should be made permanent or extended for the long 
term for both access taxes and for new, multiple, unpredictable discriminatory 
sales and use taxes. 

• The Internet Tax Moratorium legislation before the Senate should be amended to 
clarify the definition of Internet access to cover all the services intended by 
Congress in enacting the original moratorium and in subsequent amendments. 
This is necessary to prevent taxing bodies from finding creative ways to try to tax 
Internet access services, 

• 'fhe grandfathering of certain states’ authority to raise Internet access taxes under 
the 1 998 moratorium should be ended. These states have had sufficient time to 
identify additional revenue streams and to decrease their dependence on any 
Internet access taxes they may have been assessing. Just as there should never be 
a tax to walk into a library, shopping mall or government offiee, there should 
never be a tax for accessing information, products, or national, state or local 
eGovernment offices online, regardless of a businesses operating state. 

Given the growth of the Internet’s economic and social importance — from saving time 
buying back to school clothes, to finding and evaluating a doctor or searching for 
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cmploymenl — access to the Internet, free of unjust taxes, is one of the most critical 
issues before America’s consumers and small business entrepreneurs. As such, 
CompTlA strongly encourages this Committee and this Congress to continue its vigorous 
defense of small businesses and American consumers by passing S. 156. 
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STATEMENT FOR THE RECORD 

by 

WILLIAM MICHAEL CUNNINGHAM 
and 

CREATIVE INVESTMENT RESEARCH, INC. 

Submitted to the 

U.S. Senate Small Business Committee Field Hearing in 
Prince George's County 

William Michael Cunningham and Creative Investment Research, Inc, (CIR) 
submit the following statement for the record of the U.S. Senate Small 
Business Committee Field Hearing in Prince George's County. 

We thank U.S. Senator Benjamin L. Cardin for this opportunity and for 
investigating "the problems that small and minority businesses encounter 
when attempting to contract with the federal government." We urge the 
Committee to continue to get opinions on this matter from a culturally and 
economically diverse set of persons. 

We support the Committee's efforts to modernize policies and procedures 
concerning minority business contracting. We believe the hearing is a proper 
first step. 

Background 

William Michael Cunningham registered with the U.S. Securities and 
Exchange Commission as an Investment Advisor on February 2, 1990. He 
registered with the D.C. Public Service Commission as an Investment 
Advisor on January 28, 1994. Mr. Cunningham manages an investment 
advisory and research firm. Creative Investment Research, Inc. 

Creative Investment Research, Incorporated, a Delaware corporation, was 
founded in 1989 to expand the capacity of capital markets to provide capital, 
credit and financial services in minority and underserved areas and markets. 
We have done so by creating new financial instruments and by applying 
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existing financial market technology to underserved areas. The Community 
Development Financial Institution Fund of the US Department of the 
Treasury certified the firm as a Community Development Entity on August 
29, 2003. The Small Business Administration certified the firm as an 8(a) 
program participant on October 19, 2005. We have not received any 
revenue due to our participation in the 8(a) program. 

In 1991, Mr. Cunningham created the first systematic bank analysis system 
using social and financial data, the Fully Adjusted Return® methodology. In 
1992, he developed the first CRA securitization, a Fannie Mae MBS security 
backed by home mortgage loans originated by minority banks and thrifts. . 

In 2001, he helped create the first predatory lending remediation/repair MBS 
security. ' 

Mr. Cunningham also served as Director of Investor Relations for a New York 
Stock Exchange-traded firm. On November 16, 1995, his firm launched one 
of the first investment advisor websites. He is a member of the CFA Institute 
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and of the Twin Cities Society of Security Analysts, Inc. 

The firm and Mr, Cunningham have long been concerned with the integrity of 
the securities markets. We note the following: 

• On Monday, April 11, 2005, Mr. Cunningham spoke on behalf of 
investors at a fairness hearing regarding the $1,4 billion dollar 
Global Research Analyst Settlement. The hearing was held in 
Courtroom IID of the Daniel Patrick Moynihan United States 
Courthouse, 500 Pearl Street, New York, New York. No other 
investment advisor testified at the hearing. 

The firm and Mr. Cunningham have long been familiar with "the problems 
that small and minority businesses encounter when attempting to contract 
with the federal government." We note a few of our experiences below: 

• On 6/15/98, the Government National Mortgage Association 
(GNMA), part of the Department of Housing and Urban 
Development, issued RFP GNMA 98-PP-02. The RFP solicited 
various business advisory services, market research, issuer 
training sessions, job performance enhancement sessions on 
industry issues, and survey development and analysis. The RFP 
indicated that the bids would be evaluated awarded in 
accordance with FAR contracting rules and regulations. Creative 
Investment Research, Inc. was notified on 8/12/98 that we were 
an "unsuccessful offeror under the subject solicitation." We were 
further notified that "While an award has not yet been made, 
your firm has been eliminated from any further consideration for 
award based upon a comprehensive review and analysis of all 
proposals received." In short, we would not be allowed to bid on 
this contract, although we complied fully with published RFP 
selection criteria. The contract award was motivated by factors 
not indicated in the RFP, evaluation factors that changed after 
the RFP was issued. 

• The U.S. Department of Transportation issued RFQ DTTS 59-98- 
Q-00011 on June 17, 1998 requesting a contractor to: 
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1) Provide an Independent analysis to OSDBU in the review of 
the financial condition/performance of the commercial banks 
participating in the STLP;2) Develop criteria for use in the 
selection of additional lead/participating banks if the program Is 
expanded or replacement banks are requlred;3) Provide 
independent banking/loan review of STLP recommendations 
provided by the participating banks;4) Participate in the program 
review of the OSDBU financial assistance programs; 5) Consult 
and provide advise to the Director, OSDBU. 

The RFQ indicated that the bids would be evaluated awarded in 
accordance with FAR contracting rules and regulations. The 
contract was awarded on 6/23/98 to another firm using 
undisclosed contract award criteria. 

. On October 7, 2005, the House Financial Services Committee 
requested that the Government Accountability Office (GAO) 
"examine the federal banking agencies' current efforts to 
promote and preserve minority-owned financial institutions and 
the views of the minority financial services community on the 
effectiveness of these efforts." This involves reviewing federal 
banking agencies' implementation of section 308 of the Financial 
Institutions Reform, Recovery, and Enforcement Act of 1989 
(FIRREA). As an 8(a) firm, on December 14, 2005, we submitted 
a proposal to the General Accountability Office to assist the 
agency in the completion of this study, We have unique and 
detailed ratings and information on minority banks dating back 
to 1991, GAO replied that the agency did not wish to contract 
with an outside firm concerning this matter. Less than a month 
later, the Agency contracted with a non minority professional to 
obtain, at greater cost, the information and services we offered 
to provide. 

• Rather than support and engage in the types of predatory 
subprime lending practices that have negatively impacted the 
mortgage market and the country as a whole, we proposed to 
develop alternative, socially responsible methods to enhance 
homeownership opportunities for minorities and women. As an 
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8(a) firm, we submitted an unsolicited proposal to Department of 
Housing and Urban Development (HUD) on April 7, 2006. In our 
proposal, we offered to research and create a collaborative, 
market-based approach to increase market participation in 
a HUD-based socially responsible mortgage lending program. 

HUD replied that the "Office of Policy Development and Research 
(to whom we submitted the proposal) is not in a position to 
support this activity." 

It is our belief that federal government contracting and capital market 
practices, in general, are deeply flawed. It is our hope that the Committee 
will begin to review market practices from a systemic, global perspective, 
since defective practices in one sector have been linked to faulty practices in 
other capital market sectors; 

• In multiple cases, corporate management used fraud and 
deceptive practices to unfairly transferred value from outsider to 
insider shareholders. 

• Investment analysts issue biased research reports to curry favor 
with management. 

• Rating agencies issue defective research reports. These 
institutions are supposed to "base their ratings largely on 
statistical calculations of a borrower's likelihood of default," but 
one news report noted that: 

"Dozens of current and former rating officials, financial advisers and 
Wall Street traders and investors interviewed by The Washington Post 
say the (NRSRO) rating system has proved vulnerable to subjective 
judgment, manipulation and pressure from borrowers. They say the 
big three are so dominant they can keep their rating processes secret, 
force clients to pay higher fees and fend off complaints about their 
mistakes."^ 

• Pension consultants are, also, conflicted and compromised. 

"Many pension plans rely heavily on the expertise and guidance 


^ “Borrowers Find System Open to Conflicts, Manipulation” by Alec Klein, The Washington 
Post Monday, November 22, 2004; Page A1 . 
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of pension consultants in helping them to manage pension plan 
assets," but, according to an SEC report^, 

"Concerns exist that pension consultants may steer clients to hire 
certain money managers and other vendors based on the pension 
consultant's (or an affiliate's) other business relationships and receipt 
of fees from these firms, rather than because the money manager Is 
best-suited to the clients' needs." 

Envy, hatred, and greed continue to flourish in certain capital market 
institutions, propelling ethicai standards of behavior downward. Statistical 
models created by the firm show the probability of system-wide market 
failure has increased over the past eight years. Without meaningful reform 
there is a small, but significant and growing, risk that our economic system 
will simply cease functioning."' 

Fully identifiable entities engaged in illegal activities. They have, for the 
most part, evaded prosecution of any consequence. We note that the 
Goldman Sachs, fined $159.3 miliion by the U.S. Securities and Exchange 
Commission for various efforts to defraud investors, subsequently received 
$75 million in Federal Government tax credits.® 

We also note that Alliance Capital Management, fined $250 million by the 
Commission for defrauding mutual fund investors, received a contract® in 
August, 2004 from the U.S Department of the Interior (DOI) Office of the 
Special Trustee for American Indians, to manage $404 million in Federal 
Government trust funds/ 


^ Staff Report Concerning Examinations of Select Pension Consultants. The Office of CompHancc 
Inspections and Examinations, U.S. Securities and Exchange Commission. May 16, 2005. 

^Proportional hazard models created by the firm and reflecting the probability of system wide 
market failure first spiked in September, 1998. The models spiked again in January and August, 2001. 
They have continued, in general, to trend upward, indicating a heightened risk of catastrophic market 
failure due to corporate fraud and malfeasance. 

^ The tax credits were awarded under the U.S. Department of the Treasury New Markets Tax 
Credit (NMTC) Program. (See: http://www.cdfifund.gov/programs/nmtc/). 

^ Contract number NBCTC040039, 

’ The contract was awarded despite the fact that placing Alliance Capital Management in a 
position of trust is, given the Commission’s enforcement ^tion, inconsistent with common sense, with the 
interests of justice and efficiency and with the interests of Indian beneficiaries. Alliance is also in violation 
of DOI Contractor Personnel Security & Suitability Requirements. 
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Recently, we have observed several cases where corporate management 
unfairly transferred value from outsider to insider shareholders.® These 
abuses have been linked to the abandonment of ethical principles noted 
earlier. Faulty market practices mask a company's true value and 
misallocate capital by moving investment dollars from deserving companies 
to unworthy companies. 

Together these practices threaten the integrity of securities markets. 
Individuals and market institutions with the power to safeguard the system, 
including investment analysts and rating agencies, have been compromised. 
Few efficient, effective and just safeguards are in place. 

Investors and the public are at risk. 

We understand that, given any proposed legislation, crimes will continue to 
be committed.® These facts lead some to suggest that regulatory authorities 
may have been "captured" by the entities they regulate.^® We note that 
under the "regulatory capture" market structure regime, the public interest 
is not protected. 

We favor efforts to increase fairness in our capital markets while opposing 


' Including, but not limited to, Adlephia Communications, the aforementioned Alliance Capital 
Management, American Express Financial, American Funds, AXA Advisors, Bank of America’s Nations 
Funds, Bank One, Canadian Imperial Bank of Commerce, Canary Capital, Charles Schwab, Cresap, Inc., 
Empire Financial Holdings, Enron, Federated Investors, FleetBoston, Franklin Templeton, Fred Alger 
Management, Freemont Investment Advisors, Gateway, Inc., Global Crossing, H.D. Vest Investment 
Securities, Heartland Advisors, Homestore, Inc., ImClone, Interactive Data Corp., Invesco Funds Group 
Inc., Janus Capital Group Inc., Legg Mason, Limsco Private Ledger, Massachusetts Financial Services Co., 
Millennium Partners, Mutuals.com, PBHG Funds, Pilgrim Baxter, PIMCO, Prudential Securities, Putnam 
Investment Management LLC, Raymond James Financial, Samaritan Asset Management, Security Trust 
Company, N.A., State Street Research, Strong Mutual Funds, Tyco, UBS AG, Veras Investment Partners, 
Wachovia Corp., and WorldCom. Accounting firms, including Arthur Andersen and Ernst & Young aided 
and abetted efforts to do so. We believe there are hundreds of other cases. 

^ We assume that “employees are 'rational cheaters,’ who anticipate the consequences of their 
actions and (engage in illegal behavior) when the marginal benefits exceed costs.” See Nagin, Daniel, 
James Rebitzer, Seth Sanders and Lowell Taylor, “Monitoring, Motivation, and Management: The 
Determinants of Opportunistic Behavior in a Field Experiment, The American Economic Review, vol. 92 
(September, 2002), pp 850-873. 

See George J. Stigler, “The Theory of Economic Regulation,” in The Bell Journal of Economics 
and Management Science, vol. II (Spring 1971), pp. 3-21. 
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reform for reform's sake. 

We cite the following: 

"Falsification and fraud are highly destructive to free-market capitalism and, more broadiy, 
to the underpinnings of our society. Above ail, we must bear in mind that the critical issue 
should be how to strengthen the legal base of free market capitalism: the property rights of 
shareholders and other owners of capital. Fraud and deception are thefts of property. In my 
Judgment, more generally, unless the laws governing how markets and corporations 
function are perceived as fair, our economic system cannot achieve its full potential. " 

Testimony of Mr, Alan Greenspan, Chairman of the Federal Reserve Board, Federal Reserve 
Board's semiannual monetary policy report to the Congress. Before the Committee on 
Banking, Housing, and Urban Affairs, U.S. Senate. July 16, 2002. 


We agree. 

Summary Comments 

The hearing will give minority businesses an opportunity to meaningfully 
comment on "the problems that small and minority businesses encounter 
when attempting to contract with the federal government." Capital is the 
issue of highest importance to minority businesses. Below, we outline a 
strategy to move capital into minority businesses. 

Microcredit Stock Exchange 

On Tuesday, October 17, 2006, Chicago’s two major futures exchanges, the 
Chicago Mercantile Exchange and the Chicago Board of Trade, announced an 
$8 billion merger. The NYSE and other exchanges are in the throes of 
mergers. We think the U.S. Congress should impose specific community 
development goals on stock and commodity exchanges, much like those that 
the Community Reinvestment Act (CRA) imposes on banks. (When banks 
merge, CRA regulations require banking authorities to certify that the banks 
involved do not have a history of discriminating against persons of color or 
low income persons.) 

CRA has stimulated billions of dollars of profitable, high social impact 
lending, provided to underserved communities nationwide. In this way, the 

Copyright, 2006, 2007, by William Michael Cunningham and Creative Investment Research, Inc. 

All rights reserved. 



185 


Creative Investment Research, Inc. 

http://www.minoriivfinance.com 

www.minoritvbank.com 

http:/Avww.crealiveinvest.com 

Act encourages depository institutions (banks and thrifts) to help meet the 
credit needs of the communities in which they operate. 

Given this, exchanges should be required to help meet the capital needs of 
small, disadvantaged businesses. To do this, we suggest the Congress 
mandate the creation of a Minority Business Micro Stock Exchange, modeled 
on the work pioneered by the 2006 winner of the Nobel Peace Prize, 
Muhammad Yunus and the Grameen Bank. Equity capital, or shares in very 
small (micro) minority businesses would be traded on a Micro Business Stock 
Exchange. 

The Exchange would provide the framework for the provision of small 
amounts of equity capital. To make things easier and to enhance the 
probability of success, we suggest the initiative focus specifically on 
disadvantaged businesses operating in Prince Georges County. 

The mechanics are simple; small businesses with capital needs prepare 
business ready financing proposals that are put before investors on a trading 
floor managed by the Exchange. Investors review the businesses and their 
plans and decide whether or not to invest. The plans and the businesses 
themselves would be authenticated by a set of independent third parties, 
say, the County Treasurers' Office, and representatives from the local 
Minority Business Opportunity Center. Terms of any investment would be 
determined by a standardized micro business investment contract, much like 
a small business futures contract. The contract would allow for off exchange, 
"on the curb" modification and tailoring. 

Our suggestions are specific and fit well within the business activities and 
framework of the exchanges. 

This is just a very rough idea, in need of refinement. Perhaps the free 
market economists at my alma mater, the University of Chicago, could be 
persuaded to help. After all, this Exchange puts free market theories to their 
ultimate test; if legitimate, legal free market institutions don't work in Prince 
Georges County, why would they work in, say, Iraq? 

In summary, we believe the use of new capital access tools will significantly 
reduce costs and increase the flow of capital to all sectors in society. This 
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increase in capital access will, in turn, result in significantly increased 
general economic activity. We estimate, using proprietary economic models, 
this increased economic activity at $6 trillion dollars over ten years. (This 
assumes an internet based capital access system that is gender and racially 
neutral, operating without significant falsification and fraud.) 

The internet is a powerful tool. We understand both the potential benefits 
and the potentially disruptive nature of this technology better than most.“ 

Capital market regulators in other regions of the world will, at some point, 
enhance their ability to access capital using internet-based tools. Thus, 
competitive advantage with respect to capital access is available to any 
country with significant economic potential and a modest communications 
infrastructure. 

We do not know which countries will be winners over the long term. We 
know with certainty, however, that unless small and minority businesses 
encounter fewer problems when attempting to contract with the federal 
government, given the corporate fraud and malfeasance cited, it is unlikely 
that the United States will long maintain and enjoy its current advantage. 
The hearings are an important first step. 

We look forward to reviewing the Committee's continuing efforts to carry out 
its mission. We appreciate the time and effort the Committee and the 
Chairman have devoted to this task. Thank you for your leadership. 


" Our first website, www.erl.net/'cirm . went live on November 16, 1995. We appreciate the 
nature of the task facing legislators. Implementing the proposed modification is very much 
tike performing surgery on a marathon runner - during a race. Corporate fraud and 
malfeasance threaten the entire system, just as cholesterol clogged arteries threaten the 
health of the aforementioned runner. To make matters worse, (and to extend this analogy 
far too long) the nature of the technology is such that It significantly improves the 
performance of every runner in the race. 
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